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Foreword 


ederal free-college policies are now at the center 
F of the Democratic higher education agenda. Sen. 
Bernie Sanders helped move the idea into the main- 
stream during the 2016 presidential campaign, and 
other lawmakers have since worked to advance the pol- 
icy in Congress. Joe Biden effectively put free college 
on the ballot in 2020 when he fully endorsed Sanders’ 
original proposal to give federal matching grants for 
states to provide free tuition at public colleges and 
universities. A Democratic victory in Congress and 
the White House in 2020 would all but guarantee that 
such a policy is enacted. 

In response to the growing support for a federal 
free-college policy, I have assembled a collection of 
reports on the topic that were published over the 
past two years by the American Enterprise Insti- 
tute, AEI’s National Affairs, or the Brookings Insti- 
tution. This research offers a critical look at the 
arguments that brought free college to the top of the 
national agenda. The reports also offer insight into 
the details and mechanics of the free-college plans 
and assess whether they would accomplish what 
their proponents claim. Many of the reports identify 
unintentional but significant trade-offs of a national 
free-college program. 

The first report in this compilation, “The Cost of 
Free-College Plans,” which appeared in the spring 
2020 edition of National Affairs, offers an overview of 
the basic design of federal free-college proposals like 
those advanced by Sanders and Biden. It highlights 
that these plans would be optional for states and 
then explores the complications that this key feature 
entails. The report also details how the federal gov- 
ernment would match state spending on free college 
under these plans and how that design would inter- 
act with existing financial aid programs. Lastly, it 
uncovers surprising features of some of these plans, 
such as the requirement that states cover much or 


all of students’ living expenses while enrolled, not 
just their tuition. 

The second report, “Evidence Against the Free- 
College Agenda: An Analysis of Prices, Financial Aid, 
and Affordability at Public Universities,” which was 
originally published by AEI in May 2020, explores a 
key claim underlying the free-college agenda: whether 
rising college tuition prices are as severe as propo- 
nents believe. The evidence presented in this report 
reveals that tuition prices are much lower than advo- 
cates allege. In fact, after factoring in historic increases 
in financial aid provided directly to students, tuition 
has remained almost flat at public colleges and uni- 
versities since the mid-1990s. 

The third report in this volume, “Free College and 
the Debt-Free Fantasy,” also published by AEI, exam- 
ines another argument that free-college proponents 
make. In their view, rising tuition prices at public col- 
leges are a major cause of the rapid increase in out- 
standing student debt over the past two decades, 
which now stands at over $1.5 trillion. Free college 
is supposed to solve this so-called student debt cri- 
sis. However, no more than 15 percent of the student 
loans made each year are issued to the students who 
would qualify for federal free-college policies. Most 
student debt is issued to graduate students and stu- 
dents attending private undergraduate institutions, 
groups that would not be eligible for free college 
under any of the most prominent free-college pro- 
posals. Free college is thus unlikely to have much of 
an effect on the student debt crisis, contrary to what 
its proponents have promised. 

The last two reports in the volume, “Lessons 
from Chile’s Transition to Free College” and “Inter- 
national Higher Education Rankings: Why No 
Country’s Higher Education System Can Be the 
Best,” provide an international perspective to the 
free-college debate. Chile’s transition to free college 
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in 2016 is a particularly useful case study for US 
reformers because the country’s higher education 
system shares many features with the US, such as 
relatively high tuition and generous means-tested 
student aid policies. 

The last report looks at the bigger picture of inter- 
national free-college policies by using data from the 
Organisation for Economic Co-operation and Devel- 
opment. It illustrates how different values that policy- 
makers pursue in higher education systems often work 
at cross-purposes. Countries that pursue free-college 
policies tend to ration access to universities to keep 
government costs down, and these countries tend to 
produce fewer citizens with postsecondary creden- 
tials. Countries where colleges and universities charge 
tuition, on the other hand, produce more degrees, as 
tuition revenue allows them to expand capacity and 
serve more—not fewer—students. 


The findings and themes in this volume should give 
policymakers pause as the free-college agenda gains 
momentum. The current pricing and financial aid 
system in the US appears to be working much better 
than free-college advocates claim. To be sure, there is 
much room for improvement in the existing college 
financing system, but its underappreciated successes 
point to more moderate reforms, not the sweeping 
changes envisioned in free-college proposals. More- 
over, many of the reports in this compilation suggest 
that the trade-offs and unintended consequences that 
arise from free college could exact a heavy toll on the 
US higher education system. In fact, free college may 
not leave most students better off in the end. 


Jason D. Delisle 
Resident Fellow 
American Enterprise Institute 
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This report was originally published in National Affairs in spring 2020.1 


ree college has become a mainstream progres- 
F sive policy idea. What started as a fringe proposal 
from Sen. Bernie Sanders in 2016 became a plank in 
the platforms of a number of Democratic presidential 
contenders in 2020. In addition to Sen. Sanders, Sen. 
Elizabeth Warren and Mayor Pete Buttigieg enthu- 
siastically endorsed a federal policy to make public 
four-year colleges and universities tuition free. Dem- 
ocratic lawmakers in the House and Senate have also 
sponsored bills to advance such policies, such as Sen. 
Brian Schatz’s (D-HI) Debt-Free College Act, which 
many of the 2020 Democratic presidential candidates 
cosponsored. Meanwhile, left-of-center think tanks, 
advocacy groups, and philanthropic foundations are 
building support for free-college policies. Should 
Democrats pull off a major electoral victory in 2020, 
free college will be at the top of their agenda. 

The details of the free-college plans vary, but they 
share the same basic design. Under what proponents 
call new “federal-state partnerships,” Washington 
would match state spending to completely subsidize 
tuition at public colleges and universities for in-state 
students. Participation in these new partnerships would 
be optional for states, and they could opt in only if they 
agreed to meet a range of new federal requirements. 

These plans share the same central feature because 
they are motivated by the same definition of the prob- 
lem. Their proponents argue that the root cause of 
runaway college prices is inadequate funding from 
state governments, a problem that cannot be solved 
by simply expanding existing forms of federal grant 
aid. They believe that more federal money, without 
strings attached, will only give states license to fur- 
ther “disinvest” in their universities, and tuition 
prices will continue to climb. In their view, therefore, 


a federal matching grant that requires states to boost 
university funding—enough to bring tuition to zero— 
would solve the problem. (Nearly all of these plans 
cover community colleges and four-year institutions, 
but this discussion will be limited to the provisions 
that apply to four-year institutions.) 

Thus far, conservatives have responded to these 
proposals by challenging the merits of free college 
generally. They say free college would be waste- 
ful because not everyone should pursue a bache- 
lor’s degree. Or they argue that the policy is akin to 
Robin Hood in reverse because working-class tax- 
payers would underwrite college degrees for their 
higher-earning peers. Perhaps these arguments will 
resonate with voters and carry the day, but they 
are abstract and ignore deeper problems with the 
free-college agenda. 

A more compelling critique would take up the 
details of these plans and the diagnosis in which they 
are rooted. In fact, existing financial-aid policies are 
working much better than the free-college advocates 
acknowledge. Reformers would do well to expand 
on our current system’s underappreciated successes 
through incremental changes rather than layering 
on a vast new system of matching grants and price 
controls that stands to introduce a host of unin- 
tended consequences. 


Disinvestment and Aid 


Free-college advocates place much of the blame for 
rising tuition on state governments. States typically 
fund their university systems with annual appropria- 
tions to offset some portion of what students would 
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otherwise have to pay to cover the full cost. These 
appropriations averaged $7,853 per full-time student 
in 2018. Free-college proponents argue that states 
have cut (or failed to adequately increase) these funds 
to such a degree that institutions of higher education 
have no choice but to raise tuition to cover their costs. 
In theory, matching grants would convince states to 
increase direct funding to public universities and 
bring tuition prices to zero. 

Most observers accept that inadequate funding is 
the main culprit behind rising tuition at public univer- 
sities. And state funding surely plays a role. But there 
is more to the story than advocates have let on. As 
Andrew Gillen of the Texas Public Policy Foundation 
has shown,? the claim is often based on cherry-picked 
periods, such as the years during and immediately 
after the recession in 2008. Those making this claim 
also tend to base their analyses on an unconven- 
tional measure of inflation that gauges university 
expenses, not a broad set of prices like the Consumer 
Price Index or the Personal Consumption Expendi- 
tures Price Index (PCE). Using a higher rate of infla- 
tion underestimates how much states have actually 
increased their budgets for universities. 

Correcting for these distortions reveals that state 
funding on a per-student basis is substantially higher 
today than in 1980, the earliest year for which data 
are available. (This report adjusts for inflation using 
PCE.) Today’s average is $1,600 higher per student 
in inflation-adjusted terms than the $6,171 that states 
provided in 1980, but it is about $700 below the two 
peaks in 2001 and 2008 that followed periods of strong 
economic growth. Current funding is also more than 
$1,400 above the recent low in 2012 that followed the 
Great Recession. In other words, state appropriations 
to colleges and universities tend to rise and fall with 
economic cycles, but the long-term trend does not 
show a steady decline in funding on a per-student basis. 

The argument that state-disinvestment critics are 
actually making, albeit implicitly, is that state funding 
has failed to keep up with public universities’ spend- 
ing. While state funding has indeed increased, even 
after factoring in inflation and rising enrollments, the 
underlying cost of higher education has grown faster 
still, which has fueled tuition increases. Free-college 


proponents view these rising costs as a problem to 
be solved with more government funding. Under 
their proposals, the growing difference between what 
universities spend and what states have provided in 
appropriations would now be fully covered by a new 
federal-state matching-grant program. 

This emphasis on state appropriations in the free- 
college debate obscures the many sources of aid avail- 
able to students and ignores what students actually 
pay after this aid is taken into account. State govern- 
ments operate grant programs, separate from their 
direct funding to universities, that can provide thou- 
sands of dollars in aid to individual students; the Geor- 
gia HOPE Scholarship is just one example. Universities 
themselves also offer tuition discounts and grants to 
certain students. And the federal government offers 
its own financial-aid programs, such as the Pell Grant 
and tax credits that offset tuition expenses. 

The  state-disinvestment narrative—and the 
broader public discourse about rising college prices— 
often ignores these sources of aid. Instead, the debate 
focuses on the “sticker price” that colleges charge, 
even though few students actually pay this amount. 
The sticker price is what a university advertises after 
direct state funding has reduced the price but before 
any grants, scholarships, and tax credits are factored in. 

On average, sticker prices at public universi- 
ties have increased dramatically over the past two 
decades. For in-state students from families earn- 
ing less than $125,000 a year, the group that many 
free-college proposals target, sticker prices have more 
than doubled since the mid-1990s after factoring in 
inflation. (Because some free-college proposals do 
not include income limits but others do, this analy- 
sis will focus on students from families earning less 
than $125,000 as a general set of beneficiaries.) A year 
of tuition for these students averaged $3,174 in the 
1995-96 academic year, the earliest year for which 
detailed data are available from the US Department 
of Education’s National Postsecondary Student Aid 
Study.3 (This and all figures in the remainder of this 
report are in 2015 dollars.) Twenty years later, average 
tuition had increased to $7,733. 

Taken by itself, such an increase might jus- 
tify a major new policy like the ones free-college 
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Figure 1. Average Tuition and Fees at Public Universities for In-State Students from Families 
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proponents have proposed. But the many sources of 
aid that are currently available to students to finance 
that sticker price, including grants, tuition discounts, 
and tax credits (but excluding student loans), have 
also increased at a rate that greatly exceeds inflation. 

In the 1995-96 academic year, the students whom 
today’s free-college proposals typically target received 
about $1,500 annually in financial aid. By the 2015-16 
academic year, the amount had grown to over $6,000. 
Specifically, average tuition and fees after aid were 
$2,447 in the 2015-16 academic year, just slightly higher 
than the $2,000 students paid for a year of tuition and 
fees 20 years earlier. It turns out that the substantial 
increase in sticker prices at public universities, which 
is a major justification for free-college proposals, has 
been almost completely offset by a commensurate rise 
in student aid. The problem that free-college propos- 
als seek to solve with a new source of federal funds has 
already been mostly solved. 

Figure 1 shows the average sticker price and net 
price (after student aid is applied) for the academic 
years covered by the quadrennial National Postsec- 
ondary Student Aid Study. In addition to showing little 


change in the average net price, it also reveals that net 
prices actually dipped following the Great Recession 
that ended in 2009. This runs counter to another nar- 
rative that free-college advocates advance: They argue 
that state funding cuts made around this time caused 
students to pay higher tuition, yet the net price data 
show nothing of the sort. Ironically, free-college sup- 
porters also argue that federal matching grants are 
needed to guard against the harmful budget cuts that 
states forced on public universities during the last 
recession, thereby protecting students from tuition 
hikes. Increases in other forms of student aid have 
accomplished exactly that on their own. 

To be sure, the group of students discussed here 
has become slightly poorer over time, with aver- 
age incomes about $4,000 lower in 2015-16 than in 
the mid-1990s. In theory, that should boost their 
overall eligibility for student aid, which would put 
downward pressure on average net prices and mask 
tuition increases in the data. But those demographic 
changes do not fully explain why there has been so lit- 
tle growth in net prices. Compared to the mid-1990s, 
students with similar incomes tend to qualify for 
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more aid today whether they are poor or middle class. 
Financial aid has simply become more generous for a 
wider range of students. 

While all forms of aid have grown, the federal Pell 
Grant and tuition tax credits have done the heavy 
lifting to keep net prices down. They accounted 
for nearly 60 percent of the increase in aid for stu- 
dents from families earning less than $125,000 
who attended in-state universities. These students 
received about $600 on average in federal aid in 
the mid-1990s, mainly in Pell Grants. Twenty years 
later, average aid had increased to about $3,200, with 
approximately $1,000 from new tax benefits such as 
the American opportunity tax credit. In addition to 
increasing the size of these benefits, policymakers 
also raised the income caps for eligibility, allowing 
more middle-class families to access aid. 

The twin trends of rising student aid and relatively 
flat net prices have not, however, applied to all col- 
lege students. That may be the key to understanding 
the disconnect between the data presented here and 
the view that colleges and universities have become 
increasingly unaffordable. 

This analysis has thus far been limited to students 
attending in-state public universities who are from 
families with incomes less than $125,000, the core 
group of students that free-college policies tend to 
target. The picture changes considerably when look- 
ing at the prices students from families with incomes 
above $125,000 paid at all types of institutions of 
higher education. After adjusting for inflation, average 
annual net tuition for these students has increased 
from approximately $9,000 in the mid-1990s to just 
under $13,000 in recent years. In other words, stu- 
dents from high-income families have experienced 
tuition increases about nine times larger than their 
low- and middle-income peers at public universities. 

This is partly because high-income families are far 
less likely to qualify for the types of aid that have been 
instrumental in keeping tuition increases in check for 
other students. They are also more likely to attend the 
most expensive institutions of higher education where 
price increases have been the most pronounced: pri- 
vate colleges, elite and selective institutions, and out- 
of-state public universities. This might explain why 


the narrative about sharply rising college prices dom- 
inates popular discussion despite what the data show 
for low- and middle-income students at in-state pub- 
lic universities. Those driving the narrative are likely 
focused on a narrow and elite set of students who 
have indeed seen prices rise significantly. 

That may be the greatest irony of the free-college 
agenda: It appears to be a response to the rising prices 
that high-income families are paying, while the stu- 
dents that the policies are intended to benefit have 
seen little change in net tuition prices in 20 years. 


First or Last Dollar 


Many observers may be surprised to learn that net 
tuition prices averaged just $2,447 in recent years for 
the students whom most federal free-college poli- 
cies would target. The fact that net prices at public 
universities are relatively low actually makes imple- 
menting a free-college policy less radical than it 
might seem. About 42 percent of the students whom 
most federal free-college policies target already have 
all their tuition offset by various forms of student 
aid. That is double the share in the mid-1990s. Theo- 
retically, it would not take much in budget resources 
to cover the “last dollar” and bring tuition to $o for 
the remaining students—or it would cost less than 
many observers assume. 

Several states have created their own free-college 
plans to do just that. New York’s Excelsior Scholar- 
ship, launched in 2017, uses state funds to pay the 
last-dollar amount needed to bring tuition down to 
zero if the student attends a public university and 
meets other requirements. Tennessee’s Promise 
Scholarship does the same, but only at public two-year 
schools and community colleges. These states have 
found that, due to the substantial aid already in place, 
covering the incremental tuition dollars needed to 
make a public college free is not out of their fiscal or 
political reach. 

Most federal proposals for free college are not, 
however, last-dollar programs, as they are in New 
York, Tennessee, and other states. They are first-dollar 
programs that require states to fully cover students’ 
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tuition before factoring in grants and scholarships. 
This is what Sens. Sanders and Warren proposed, and 
the minimal details Mayor Buttigieg released imply 
this is also how his plan would have worked. In addi- 
tion to greatly increasing the costs of the proposals 
to both the state and the federal governments com- 
pared with the last-dollar approach, the first-dollar 
approach frees up existing financial aid to cover stu- 
dents’ living expenses. 

A stylized example helps illustrate these effects. 
Consider a student who is charged a $6,000 sticker 
price for a year of tuition. Suppose he receives a 
$4,000 Pell Grant as his sole source of financial aid. In 
a last-dollar program, the state government must use 
matching-grant funds to cover the remaining $2,000 
in tuition expenses that this student would otherwise 
pay out of pocket (or with loans). In a first-dollar pro- 
gram, the student’s grant cannot count toward the 
state meeting the free-tuition requirement. The state 
must cover the full $6,000 with its own funds and 
the new federal matching grant. In this example, the 
first-dollar approach triples the cost of the free-college 
policy for both governments. It also lets the student 
use his $4,000 Pell Grant for living expenses now that 
he no longer incurs tuition charges. 

Converting the Pell Grant into a stipend for liv- 
ing expenses is actually a key purpose of first-dollar 
free-college plans. As Sen. Warren puts it, “We need 
to go beyond just covering the cost of tuition and fees. 
Non-tuition costs of college like room and board and 
books have been going way up, too.”4 Covering these 
costs with Pell Grants, she says, will allow students 
to graduate debt free. Half of the students whom 
free-college policies would target currently receive a 
Pell Grant at an average value of about $4,200. Mayor 
Buttigieg and Sen. Warren proposed to increase the 
maximum Pell Grant by $1,000 and $1,500, respec- 
tively, for full-time students to boost the share of 
living expenses covered. Notably, that still leaves 
students responsible for a significant share of such 
expenses, which average about $12,000 nationally. 

Sen. Sanders’ policy takes these stipends a step fur- 
ther. Under his plan, many students would have their 
living expenses entirely covered with state and fed- 
eral funds. Specifically, states must use the matching 


grants to waive all tuition costs and fully subsidize liv- 
ing expenses for students who qualify for the maxi- 
mum Pell Grant. These students generally come from 
families with incomes below $30,000. A shockingly 
large share of students at in-state public universities 
would meet this definition. About 38 percent have 
incomes below $30,000, in part because many are 
classified as independent of their parents. This pro- 
vision also features a steep eligibility cliff. A student 
with average living expenses whose income exceeds 
the cutoff for the maximum Pell Grant would lose out 
on the full $12,000 stipend and receive just under half 
that in a Pell Grant instead. 

Another prominent free-college plan takes sti- 
pends beyond the levels proposed by any of the pres- 
idential candidates. Sen. Schatz’s Debt-Free College 
Act, which four Democratic presidential candidates 
cosponsored, is built around a federal-state matching 
grant like the other proposals. But Schatz would not 
cap prices at $o. Instead, universities in participating 
states would be forced to limit the total cost of atten- 
dance (which includes tuition and living expenses) to 
the students’ expected family contributions (EFC), 
which appears to be a reference to the existing federal 
formula for awarding Pell Grants based on income 
and assets. 

The size and scope of this policy is astounding. It 
would apply to all students who receive a Pell Grant, 
fully half of in-state students at public universities 
who are from families earning less than $125,000. 
Moreover, the EFCs of these students averaged just 
$900 in recent years, which is all that universities 
could charge them for the total cost of attendance 
under this plan. The University of California, Berke- 
ley, and California State University, Fullerton, would 
both cost $900 per year for students with that EFC, 
despite Berkeley listing a $32,000 cost of attendance 
compared with Fullerton at $23,000. 

The Schatz plan effectively turns the federal EFC 
formula into a national pricing schedule for univer- 
sities, one that ignores the many justifiable reasons 
why public universities charge different prices. It also 
sets prices so low that many students will have not 
only their tuition covered but most of their living 
expenses as well. 
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What Could Go Wrong? 


That the free-college proposals place so much empha- 
sis on covering students’ living expenses seems out of 
step with the problem they claim to address. Revers- 
ing state disinvestment was never about addressing 
a decline in funding for living stipends; states have 
never broadly provided living stipends for college. 
These provisions are nothing less than a paradigm 
shift in US higher education policy. As such, they are 
a costly experiment that merits more debate, espe- 
cially about the unintended consequences such pol- 
icies may unleash. 

Covering most or all of students’ living costs would 
radically change the incentives students face in decid- 
ing whether, how, where, and for how long to pursue 
a higher education. In a way, these policies would pay 
students to attend college—though only at in-state 
public universities. They also seem like an invitation 
for wasteful behavior or even outright abuse. 

For students who live off campus, large stipends 
will need to be provided as refund checks that they 
can use to meet their expenses, as is the case under 
current financial-aid policies. The incentive to enroll 
and collect one of these refund checks, whatever a 
student’s ambition and career interests, would be 
significant under this proposal. It could also create 
an incentive for students to wait until they are older 
to pursue college so they can be classified as finan- 
cially independent, bringing their incomes below the 
threshold and qualifying them for an average $12,000 
living stipend. Even the extreme gaming recently 
profiled in the Wail Street Journal,s by which parents 
transferred guardianship of their children to poorer 
relatives or acquaintances to qualify for more student 
aid, seems reasonable when eligibility for a $600 Pell 
Grant triggers a full-ride scholarship to any in-state 
public university—as could happen if the Schatz pro- 
posal were enacted. 

State governments would also face counterpro- 
ductive incentives under these plans. States that 
have historically provided relatively little funding 
to their public universities, like New Hampshire, 
will have to dramatically ramp up their spending 
to participate in the free-college programs. Even 


with federal matching funds, this may prove to be 
too much of a reach. States on the other end of the 
spending spectrum, like California, might be more 
likely to support plans for tuition-free universities to 
pick up new federal matching funds. If high-tuition 
states do not opt into the free-college plans and 
low-tuition states do, the policy may actually exacer- 
bate existing affordability gaps. The federal govern- 
ment would be financing an effort to reduce the cost 
of college in states where it was already the most 
affordable while changing nothing in states where it 
is least affordable. 

There would also be unintended consequences 
if the policy encouraged the opposite response. 
Matching the funds that states spend to achieve free 
college relative to what they spend today, as many 
plans would, rewards states that have historically 
spent the least on their public universities. That 
means the states with the furthest distance to travel 
to reduce tuition to zero would receive the largest 
federal matching grants and reap a financial wind- 
fall. Kevin Carey of the left-leaning think tank New 
America argues in the Washington Monthly that this 
problem is serious enough to cause the whole pol- 
icy to collapse. It may even doom the policy from 
the start. As Carey puts it, “Members of Congress in 
states that more generously subsidize higher learn- 
ing would rebel.”® 

States that opt into one of these proposed plans 
might also game the new matching-grant system. 
There are no ceilings on the matching grants, and 
some of the proposals even explicitly say that states 
will receive separate matching funds for any additional 
amount they decide to spend on their higher educa- 
tion systems. A creative state legislature or public uni- 
versity might recategorize a wide range of programs 
and initiatives as part of the cost of operating a pub- 
lic university system. Of course, that would lead fed- 
eral policymakers to become ever more prescriptive 
about what is and is not an allowable expense under 
the matching-grant program, centralizing higher edu- 
cation policy in Washington, DC. 

This dynamic is already on display in the propos- 
als, and it is surely just the beginning. For example, 
the Sanders plan aims to prevent universities from 
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hiring more adjunct faculty as a cost-saving measure 
to make up for lost tuition revenue. Sanders would 
also prohibit federal matching funds from financing 
athletic facilities, although he explicitly lists office 
space as an allowable expense. 

Sen. Schatz does not mince words when it comes 
to centralizing policy in Washington. His bill lan- 
guage plainly states that a “state that receives a grant 
under this part to establish a State-Federal partner- 
ship may not impose additional eligibility require- 
ments on students other than those contained 
in this part.”7 Federally funded free college will 
almost certainly transfer to Congress and the fed- 
eral Department of Education many policy decisions 
that have historically been the purview of states 
and universities. 

Surprisingly, none of the proponents of the free- 
college plans seem worried that states may aggres- 
sively enroll out-of-state and international students 
to help offset lost tuition revenue. Could it be that 
free-college supporters draw the line for federal 
overreach at a national policy dictating universities’ 
out-of-state enrollment policies? 

Free-college proponents also seem unaware that 
state spending on public universities might erode 
over time under these policies despite access to 
additional federal funds. While states would be pro- 
hibited from cutting funding below current levels, 
none of the plans require that states increase their 
funding at all. Should state legislatures let funding 
for public universities stagnate for long periods, 
the educational quality could suffer. Stagnant fund- 
ing might also cause them to reduce overall enroll- 
ment and then tighten their admission policies, 
reducing access to higher education, particularly for 
low-income students. 

This is not mere theory. Data from the Organisa- 
tion for Economic Co-operation and Development 
show that countries with the most heavily subsi- 
dized university systems tend to have lower rates 
of degree attainment. Universities in these coun- 
tries are beholden to the government for nearly all 
their revenue, and there is significant competition 


for those funds. As such, total resources for higher 
education are more limited than if universities could 
charge tuition. And when resources are constrained, 
capacity at universities tends to shrink, leading to 
fewer degrees. 

For example, Finland’s universities are free, but 
they also reject two-thirds of applicants, a rate on 
par with only a handful of the most selective public 
institutions in the US. It is surely no coincidence that 
Finland scores well below average among developed 
countries in producing college graduates. Australia 
and England abandoned their free-college policies 
in the 1980s and 1990s, respectively, when it became 
clear that the selective admissions policies that tend 
to go hand in hand with free-college policies were 
preventing many students from earning degrees— 
and that most of them were from economically dis- 
advantaged backgrounds. Their decision to charge 
tuition, it turned out, increased resources available to 
universities, which allowed them to increase access 
to higher education with more seats and targeted 
student aid, especially to students from historically 
underserved populations. Both countries now rank 
near the top among developed nations for higher edu- 
cation attainment. 

Germany, which has gone in the other direction, 
offers additional warnings for free-college propo- 
nents. The country reinstated free tuition after briefly 
abandoning it in the mid-2000s, and while enrollment 
at universities subsequently increased, the govern- 
ment hasn’t provided universities with a commen- 
surate budget increase. Unable to charge tuition to 
cover the higher costs, universities are now “starved 
for funding,” as higher education journalist Jon Mar- 
cus put it.8 The result is overly crowded lecture halls, 
increased reliance on underqualified adjunct faculty, 
and woefully outdated infrastructure. And Germany 
still has low overall degree-attainment rates. Ameri- 
cans would surely bristle at these unintended con- 
sequences of free college. Like the Australians and 
English, they might even come to see tuition as a fea- 
ture rather than a flaw, if it is coupled with targeted 
student aid. 
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A Better Way 


The biggest danger of free college is that many of the 
proposals abolish the existing student-aid system on 
the misguided premise that it has failed. Twenty years 
of data show that targeted financial-aid programs 
have kept average in-state tuition nearly constant 
for students from low- and middle-income families. 
Moreover, large increases in federal Pell Grants and 
tax credits for families during the Great Recession 
fully offset the effects that state budget cuts would 
have otherwise had on the tuition prices at public 
universities. 

This suggests that the existing framework of finan- 
cial aid is capable of solving the problems that the 
free-college proposals aim to address—keeping col- 
lege affordable for those with the least resources to 
pay tuition. Reformers should consider incremental 
changes to this system instead of the radical transfor- 
mation envisioned in the federal-state matching-grant 
approach. To be sure, this will require an increase 
in federal aid to students and families and a further 
transfer of higher education financing from states to 
the federal government. But that is far more moder- 
ate than the larger federal role that would result from 
anew matching-grant plan. 
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This approach also avoids the unintended conse- 
quences that are sure to arise under the matching- 
grant proposals. That is crucial given that some of 
those consequences run counter to the worthy goals 
that free-college supporters aim to achieve, such as 
greater access to high-quality higher education. Fur- 
thermore, incremental increases in the existing fed- 
eral student-aid system would not preclude individual 
states from pursuing their own free-college programs 
tailored to their own populations, as some are doing 
now. It would actually make those policies easier for 
states to adopt by closing the distance to free tuition. 
Finally, all states are treated equally under today’s 
system, which would not be the case under the 
matching-grant proposals. Students in states that opt 
not to provide free college would still qualify for any 
increase in federal aid, as it is not conditioned on new 
state policies. 

Ultimately, free-college proponents want to move 
our higher education system away from an approach 
that has worked well and that offers a sound founda- 
tion for incremental reforms. The secret behind much 
of its success is that it aims to charge families what 
they can afford for a college education. That should 
be a feature that reformers on the left and right strive 
to preserve. 
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Evidence Against the 
Free-College Agenda 


AN ANALYSIS OF PRICES, FINANCIAL AID, AND 
AFFORDABILITY AT PUBLIC UNIVERSITIES 


Jason D. Delisle 


This report was originally published by the American Enterprise Institute in May 2020.1 


T he 2020 Democratic presidential primary ele- 
vated free-college plans to the top of the national 
agenda, with many candidates proposing expansive 
programs to help states make public colleges and 
universities free for in-state students. Several House 
and Senate lawmakers have also advanced these 
federal-state matching grant programs to finance free 
college.2 Proponents of these plans argue that tuition 
at public colleges and universities has become increas- 
ingly unaffordable largely because states have failed 
to fund them adequately. They argue that unafford- 
able tuition at public colleges and universities jeopar- 
dizes the key role these institutions play in ensuring 
affordable access to higher education for state resi- 
dents from all income backgrounds. Through federal 
matching grants to the states, free-college policies aim 
to restore the affordable access these institutions were 
meant to provide while ensuring that prices do not rise 
to unaffordable levels in the future. 

The concern over rising tuition at public universi- 
ties, and the free-college agenda that has emerged in 
response, is based largely on an incomplete picture of 
what students actually pay to attend public universities. 
Many free-college advocates base their claims about 
college affordability on the “sticker price” that institu- 
tions publish as their official price even though it does 
not reflect discounts and financial aid.3 Others focus 
on isolated policies that affect prices for students, such 
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as state appropriations to universities or the value of 
the federal Pell Grant, but ignore the effect that stu- 
dents’ total financial aid awards have on prices.4 

This report questions the need for free-college 
policies by assessing affordability and prices at pub- 
lic universities for in-state students after all finan- 
cial aid is applied and how these “net prices” have 
changed since the mid-1990s. It also distinguishes 
between tuition prices, which generally cover edu- 
cational costs, and living expenses students incur 
while enrolled. 

This report focuses on two groups of students at 
public four-year institutions that broadly encompass 
the students whom free-college policies are meant to 
assist: those from families earning less than $125,000 
and those who receive federal Pell Grants, which 
are generally restricted to families earning less than 
$75,000. While there is significant overlap between 
the two groups, this analysis covers both separately, 
because free-college advocates have proposed a range 
of income eligibility cutoffs for the policy. Some pro- 
posals, such as the one Joe Biden supports, limit eli- 
gibility to students from families earning less than 
$125,000.5 Others would target free-college policies 
to students who receive federal Pell Grants, thereby 
creating a lower income cutoff, such as the proposal 
sponsored by Sen. Brian Schatz (D-HI) and cospon- 
sored by Sen. Elizabeth Warren.® 


EVIDENCE AGAINST THE FREE-COLLEGE AGENDA 


The findings in this report show that popular claims 
about sharply rising tuition prices at public universi- 
ties are greatly exaggerated. While sticker prices have 
indeed increased markedly since the mid-1990s (they 
have more than doubled), financial aid has increased 
by almost as much—enough to nearly offset the rise 
in sticker prices. And net tuition prices at these insti- 
tutions are a fraction of the $10,000 sticker prices 
prominent free-college advocates frequently cite.7 
The findings in this report also show that financial 
aid has increased to cover more of students’ living 
expenses at public universities during the period ana- 
lyzed, but not by enough to fully offset cost increases 
that have greatly exceeded inflation. 

These findings highlight the unsung successes 
of existing student aid programs in keeping tuition 
prices low at public universities and offer evidence 
that contradicts the case for a new federal-state 
matching grant that would fully subsidize tuition at 
public universities. The findings also suggest that ris- 
ing living expenses, not tuition prices, are to blame 
for major changes in affordability at public universi- 
ties, a topic that deserves more attention in debates 
about college affordability. Policymakers need to bet- 
ter understand why these expenses have risen at rates 
that far exceed inflation, whether such increases are 
truly necessary, and whether cost-containment strat- 
egies might be a better solution than more generous 
grant aid to help students afford these costs. 


Sticker Price Versus Net Price 


The prices that institutions of higher education charge 
for tuition and fees (hereafter referred to as simply 
“tuition”) are best understood as two separate prices: 
the sticker price that universities publish as their offi- 
cial price before any financial aid is factored in and 
the net tuition price that students pay after their 
financial aid is applied. It is important to measure net 
prices instead of sticker prices when assessing afford- 
ability because the net price that students actually pay 
out of pocket is often a fraction of the sticker price. 
Thus, the sticker price can make universities appear 
far more expensive than they actually are.® 
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The vast majority of students attending pub- 
lic universities receive direct financial aid to offset 
the sticker prices that universities charge. Such aid 
includes grants, scholarships, tuition discounts from 
the university, and federal tax benefits.9 (This report 
excludes student loans from all financial aid and net 
price calculations.) Only a comprehensive accounting 
of this aid can provide an accurate picture of the net 
tuition prices students pay at public universities. Fur- 
ther, students may receive enough combined aid to 
fully offset the sticker price for tuition, which allows 
them to use remaining aid to cover a portion of their 
living expenses while enrolled. Financial aid is usually 
applied to tuition first and then to living expenses if 
any aid remains, and this report follows that approach 
in calculating net prices.!° 

This report now turns to an analysis of the sticker 
and net tuition prices that in-state students paid 
at public four-year institutions from 1995-96 to 
2015-16, with statistics presented at four-year inter- 
vals for the intervening years, reflecting the avail- 
able data. The data for the analysis come from the 
National Postsecondary Student Aid Study (NPSAS), 
which provides a representative sample of the under- 
graduate population for the 1995-96, 1999-2000, 
2003-04, 2007-08, 2011-12, and 2015-16 academic 
years.!' The NPSAS includes data from administra- 
tive records on the prices that students paid before 
and after aid was applied, and it details the sources 
of that aid. The 1995-96 academic year is the earliest 
year for which data are available in a format consis- 
tent with later years. The 2015-16 academic year is 
the most recent year for which data are available. 

Not all in-state students who attended pub- 
lic universities are included in this analysis. Some 
of the most prominent free-college plans include 
income limits for eligible students, although other 
plans would make eligibility open to students 
regardless of their financial situations.’ Moreover, 
many claims about declining affordability at pub- 
lic universities are mainly concerned with low- and 
middle-income students. Therefore, this report 
focuses on the prices paid by students from the two 
groups that most free-college proposals are meant 
to benefit. 


QUESTIONING THE CASE FOR FREE COLLEGE 


Figure 1. Average Tuition and Fees at In-State Public Universities for Pell Grant Recipients by 
Academic Year 
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Figure 2. Average Tuition and Fees at Public Universities for In-State Students from Families 
Earning Less Than $125,000 by Academic Year 
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EVIDENCE AGAINST THE FREE-COLLEGE AGENDA 


The first group, which includes only low- and 
middle-income students who receive financial aid, 
is defined here as students who received a federal 
Pell Grant. A second group, students from families 
with household incomes below $125,000 in 2015, 
captures students more broadly while excluding the 
highest-income students who would be ineligible 
for some free-college programs.!3 (All statistics in 
this report are in constant 2015 dollars, adjusted for 
inflation using the Personal Consumer Expenditures 
index, unless otherwise noted.)4 

Average prices and financial aid statistics in this 
report reflect all in-state students in the stated group 
who are pursuing bachelor’s degrees at public four- 
year institutions at any level of attendance status, 
unless otherwise noted.'s While students attending 
less than full-time usually pay attendance-adjusted tui- 
tion prices, including all students regardless of atten- 
dance status in this analysis has little effect on the key 
findings. It also helps provide a more comprehensive 
view of enrollment and financial aid at public universi- 
ties.!© Comparable statistics for only full-time students 
are included in endnotes throughout this report. 

Figures 1 and 2 show the average sticker and net 
tuition prices for Pell Grant recipients and students 
from all families earning less than $125,000, respec- 
tively. The change in sticker prices confirms the pop- 
ular view that college prices increased sharply in 
recent decades. For both groups, sticker prices for 
tuition more than doubled since the mid-1990s, after 
adjusting for inflation. On average, public universi- 
ties charged students from these two groups between 
$3,000 and $3,500 in annual sticker prices for tui- 
tion in the mid-1990s. By 2015-16, sticker prices had 
increased to about $8,000 for both groups. 

While sticker prices increased markedly, net tui- 
tion prices tell a completely different story. As shown 
in Figures 1 and 2, student aid—which includes 
grants, scholarships, tuition discounts, and federal 
tuition tax benefits—reveals that net tuition prices 
for these students increased far less than the sticker 
price did.17 For Pell Grant recipients, average net tui- 
tion prices increased from $563 in the mid-1990s to 
$1,110 in 2015-16, a $547 increase over 20 years after 
adjusting for inflation.!8 For students from families 
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earning less than $125,000, the amount is similar. 
Net tuition prices rose from an average of $2,000 in 
the mid-1990s to $2,447 in 2015-16.19 In short, both 
groups of students saw net tuition prices increase by 
far less than sticker prices did. 


Financial Aid 


Many free-college advocates may not appreciate the 
extent to which rising sticker prices at public univer- 
sities have been offset by increases in financial aid. All 
forms of aid have increased substantially in real terms 
since the mid-1990s, and a greater share of students 
qualify for some form of aid today than they did in the 
mid-1990s.2° 

Figures 3 and 4 show the average financial aid that 
students from the two groups received at public uni- 
versities over the period analyzed.”! Both groups saw 
large real increases in average aid across all sources. 
Combined aid for Pell Grant recipients increased from 
an average of $4,214 in the mid-1990s to $9,153 today.22 
These amounts actually exceed average sticker prices, 
which demonstrates that many Pell Grant recipients 
have enough aid left over to pay some of their living 
expenses after applying their aid to fully offset tuition. 
For students from families earning less than $125,000, 
the increase in financial aid is even more pronounced. 
Average aid for these students was just $1,618 in 
1995-96, after adjusting for inflation. Twenty years 
later, it had increased to $6,442, or four times the 
amount in the mid-1990s.23 

While some observers argue that policymakers and 
universities have inadequately funded financial aid pro- 
grams for low- and middle-income students, these sta- 
tistics reveal that funding for these programs has, in 
fact, increased substantially on a per-student basis and 
in real terms. These findings also suggest that finan- 
cial aid, when taken as a whole, has largely maintained 
its purchasing power relative to tuition prices (at least 
since the mid-1990s) for students at public universities. 
In contrast, many advocacy groups claim that aid has 
generally failed to keep up with rising prices and that a 
new federal-state matching grant program is needed in 
response.”4 To be sure, these findings do not refute the 
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Figure 3. Average Student Aid Received by Pell Grant Recipients at In-State Public Universities 
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claims about purchasing power outright, which often 
focus only on the Pell Grant and compare it to the com- 
bined cost of tuition and living expenses over a longer 
period than in this analysis. 

Furthermore, the data presented here also show 
that the Pell Grant covers a smaller share of the 
sticker price for tuition, consistent with the claim 
about declining purchasing power. Even so, these 
findings provide a different perspective on that claim, 
suggesting that despite declining purchasing power, 
net tuition prices for Pell Grant recipients have not 
increased as much since the mid-1990s as the claim 
might otherwise suggest. 

When looking at the broader group of students, 
those from families earning less than $125,000, 
Pell Grants were also a major factor in the dra- 
matic increase in financial aid, with average grants 
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increasing from $642 in the mid-1990s for these stu- 
dents to $2,120 in 2015-16. That change was enough to 
increase the purchasing power of the Pell Grant rel- 
ative to tuition for this group of students. The aver- 
age grant covered 27 percent of sticker prices in the 
2015-16 academic year, up from 20 percent in 1995-96. 

The increase in the Pell Grant is due to policy- 
makers not only enacting a larger maximum grant 
but also effectively raising the income cutoff for eli- 
gibility such that more middle-income families qual- 
ify.25 For example, in the 1995-96 academic year, only 
28 percent of students from families that earned 
between $50,000 and $60,000 (in 2015 dollars) who 
applied for aid and attended an in-state public uni- 
versity received a Pell Grant. In the 2015-16 aca- 
demic year, 63 percent of these students received a 
Pell Grant.26 Another notable change for this group 
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Figure 4. Average Student Aid Received by In-State Students at Public Universities with Family 
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of students is the financial aid provided by federal 
tax benefits. This form of aid was not available in the 
1995-96 academic year because policymakers did 
not enact tax benefits for tuition until 1997. These 
included the Hope and lifetime learning tax cred- 
its, which allowed tax filers to claim a credit against 
their income taxes for tuition expenses up to $1,500 
or $1,000 (in 1997 dollars), respectively.?7 
Lawmakers expanded these benefits multiple 
times during the period covered in this report. They 
raised the value of the Hope credit in 2009 to its cur- 
rent maximum of $2,500 while boosting the income 
eligibility cutoff to $180,000 for joint filers and 
renaming it the American opportunity tax credit.28 
Students and families claimed over $20 billion in tax 
reductions through these benefits in 2019.79 By the 
2015-16 academic year, students from families earning 
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less than $125,000 attending in-state public universi- 
ties qualified for an average tax benefit of $1,130. 
Average tax benefits are about half as much for the 
Pell Grant recipient group because these students pay 
less tuition and therefore qualify for smaller benefits. 
Additionally, students who have all their tuition off- 
set by grants have no expenses with which to claim a 
tax credit.3° While this report treats tax benefits like 
grants and scholarships, students and families do not 
receive this form of aid upfront when tuition is due. 
Instead, they must finance the tuition costs out of 
pocket (or with loans) and wait to realize the tax ben- 
efit through lower taxes throughout the year or when 
they receive a refund after filing their tax returns. 
The large and broad-based increase in student aid 
that occurred during the past 20 years is one of the 
most overlooked trends in higher education policy 
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and discussions about affordability at public universi- 
ties. A closer look at these trends also reveals a hidden 
feature of the student aid system: When one source of 
aid is flat or falling, another is often increasing to fill 
the gap, such that total aid still grows. 

For example, between 2003-04 and 2007-08, the 
average Pell Grant was largely unchanged because 
lawmakers did not increase the grant in line with 
inflation during that time. During the same period, 
states and universities increased their average per 
student aid in real terms by a combined $888 for Pell 
Grant recipients and $525 for students from families 
earning less than $125,000. Over the next four years, 
the opposite happened. States and institutions cut 
financial aid in the wake of the Great Recession, while 
federal policymakers provided an increase in average 
per-student aid of $1,241 and $1,376 for the two groups 
of students, respectively. Those increases more than 
made up for cuts at the state and institutional level, 
and total aid increased. In the final four years of the 
analysis, the trend appears to have reversed again, 
with state and institutional aid rising markedly as the 
economy recovered and federal aid plateaued. 

This offsetting trend in available financial aid is 
largely absent from policy discussions. It also under- 
mines a common narrative about prices at public uni- 
versities in the years immediately following the Great 
Recession. Many observers argue that declining state 
appropriations for public universities during that 
time caused institutions to raise tuition, resulting in 
“costs shifting from states to students,” as analysts at 
the Center on Budget and Policy Priorities put it.3+ 

Although states reduced funding for universities 
in response to the Great Recession and universities 
raised sticker prices during that time, the data reveal 
that higher tuition prices were not shifted to either 
group of students in this analysis. Between 2007-08 
and 2011-12, average net tuition prices were about 
flat for the two groups because larger Pell Grants 
and federal tax benefits fully offset the increase in 
sticker prices.3? Rising costs were shifted not to the 
students covered in this report, but to the federal 
government. Costs may also have shifted to groups 
of students outside the groups covered here, such 
as out-of-state students and in-state students from 


18 


families earning more than $125,000. But many 
free-college proposals do not aim to lower tuition 
prices for these students anyway. 

The most recent data in this report do not reflect 
changes in financial aid and state budgets that are 
sure to follow the economic effects of the COVID-19 
pandemic. As of this writing, the economy is likely set 
to enter another recession, which will cause state rev- 
enue to decline and may lead lawmakers to cut appro- 
priations to public universities. It remains to be seen 
if further increases in federal aid will offset any poten- 
tial tuition spikes that follow state budget cuts. 


Living Expenses 


This report has so far focused on tuition prices and 
how much of those costs are covered by financial aid. 
Of course, students also incur non-tuition expenses 
while enrolled, such as housing, food, and transpor- 
tation. Course materials such as books and supplies 
are also included in this category of expenses, 
although they are arguably part of a student’s instruc- 
tional expenses. 

A detailed analysis of changes in non-tuition 
expenses (hereafter referred to as “living expenses”) 
is beyond the scope of this report, but the NPSAS 
dataset can provide some insight into how these costs 
have changed over time. These data are, however, less 
reliable than those for tuition prices and financial aid 
because many of the costs students incur cannot be 
accurately captured through administrative records 
held by universities or the federal government. 

Furthermore, about 75 percent of students at 
in-state public universities do not live on campus, and 
universities can estimate only what these students 
incur in living expenses while enrolled.33 Surveying 
students about their living expenses poses other reli- 
ability challenges because students may not accu- 
rately assess their own costs. The NPSAS relies on 
estimates from universities and students for the data 
it includes on living expenses.34 

Figures 5 and 6 show gross living expenses and net 
living expenses for the two groups of students after 
financial aid in excess of tuition is applied. Gross 
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Figure 5. Average Living Expenses Among Pell Grant Recipients at In-State Public Universities by 
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living expenses are the costs students incurred before 
financial aid was factored in. Net living expenses are 
the estimated expenses students incurred after their 
financial aid was applied to these expenses. Both gross 
and net living expenses have increased at a rate that 
greatly exceeds inflation since the mid-1990s. 

Despite student aid becoming more generous over 
time, it has not offset most of the increases in liv- 
ing expenses as it has for tuition. Financial aid does, 
however, cover more of students’ living expenses 
than it did in the earlier years of this analysis. In the 
mid-1990s, Pell Grant recipients at public universi- 
ties incurred $8,271 in average annual living expenses 
after factoring in student aid (Figure 5). This figure 
increased by $3,000 over the next 20 years after fac- 
toring in inflation. 

However, that students incur higher out-of-pocket 
living expenses today does not necessarily mean their 
financial aid has become less generous in absolute 
terms. In fact, Pell Grant recipients received enough 
financial aid to offset $2,401 of their living expenses 
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on average in 2015-16, which is up from $1,399 in the 
mid-1990s after adjusting for inflation. Put another 
way, the increase in out-of-pocket living expenses 
that Pell Grant recipients experienced would have 
been even larger ($4,000) if it were not for growth in 
financial aid. In short, financial aid has become more 
generous with living expenses, but not by enough to 
fully offset the large real increases in living expenses 
students incur.35 

Trends in living expenses are similar for the 
broader group of students from families earning less 
than $125,000. Their living expenses also increased 
faster than inflation, and while financial aid became 
more generous for them as well, it was not enough 
to offset all those increases. Net living expenses for 
these students were some $3,000 higher in 2015-16 
than in the mid-1990s, even while financial aid grew 
to cover about $950 more of these students’ living 
expenses during that time.3® 

These findings suggest that public perceptions 
about declining affordability at public universities 
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Figure 6. Average Living Expenses Among In-State Students at Public Universities from Families 
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may be driven more by changes in living expenses 
than tuition. Higher living expenses may also help 
explain why student debt levels among the two 
groups of students analyzed increased markedly 
even though tuition prices have remained relatively 
flat.37 And if rising living expenses are the main fac- 
tor affecting affordability at public universities, then 
the trend deserves more attention from researchers, 
policymakers, and universities.38 

Most policy discussions about rising college costs 
and prices tend to focus only on tuition, or they lump 
tuition and living costs together, obscuring any dis- 
tinct trends between the two. But the dynamics driv- 
ing each set of costs are almost certainly different, 
as are the range of solutions and trade-offs that can 
help keep them affordable for students. For example, 
tuition prices are tied to instructional spending— 
and educational quality—such that it may be prefer- 
able to subsidize those costs to ensure affordability 
rather than force universities to cut spending. But 
with living expenses, the trade-off between spending 
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and educational quality is tenuous at best. Thus, with 
living expenses, it makes sense to focus affordability 
policies on driving costs down rather than subsidizing 
them further. 


Conclusion 


Federal proposals to fully subsidize tuition at public 
universities have entered the political mainstream. 
Every major Democratic presidential candidate in 
2020 offered some version of a federal-state match- 
ing grant program to support free tuition for in-state 
students at public universities. This report suggests 
that the main rationale for such policies—that public 
universities have grown evermore unaffordable—is 
significantly overstated. 

Concern over rising tuition at public universi- 
ties often ignores the generous financial aid policies 
already in place and how aid has grown substantially 
over time, even after adjusting for inflation. Existing 
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financial aid policies have successfully held average 
net tuition prices at public universities nearly con- 
stant between the 1995-96 and 2015-16 academic 
years for the students whom free-college policies 
typically target. The increase in financial aid has 
even been enough to cover more of a student’s living 
expenses than during the mid-1990s. 

These findings do not, however, contradict other 
concerns about the cost of a four-year degree at pub- 
lic universities. The data confirm that the cost of pro- 
viding these educations is rising at rates that greatly 
exceed inflation, assuming that sticker prices gen- 
erally reflect the educational costs that universities 
incur. While students have not had to pay these rising 
costs, other entities have, mainly the federal govern- 
ment and state governments to a lesser extent. 

To some observers, rising higher education costs 
are a problem in and of themselves. In their view, ris- 
ing costs reveal that higher education providers are 
inefficient or unnecessarily costly. Others might view 
the increased role of federal funding as something to 
be avoided, as it could enable states to abandon their 
historic role in financing public universities. 

This report illustrates that federal aid has indeed 
done some of the heavy lifting in sheltering students 
from higher tuition prices at public universities. 
However, the findings presented here show that fed- 
eral aid has not simply supplanted state aid but has 
acted more like a balancing wheel when states are hit 
with budget pressures, such as in the aftermath of the 
Great Recession in the late 2000s. When the economy 
is strong, state governments and universities ramp up 
their financial aid, while federal aid remains flat. 

The rising living expenses for students enrolled 
at public universities documented in this report also 
align with concerns about declining affordability. This 
component cost of attending public universities has 
not, however, received the same rigorous scrutiny 
from researchers and policymakers as tuition prices 
have, and free-college policies typically focus on 
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directly offsetting tuition prices, not living expenses. 
Living expenses may be rising for reasons that merit 
more generous financial aid, such as students’ chang- 
ing needs, including childcare for older independent 
students raising families while enrolled. 

Alternatively, the trend may be the result of the 
so-called “amenities arms race” and rising expecta- 
tions among students for high-end facilities such as 
dormitories, recreation centers, and dining facilities. 
In that case, policymakers and universities should 
pursue cost-containment efforts, not ever-larger pub- 
lic subsidies. 

Overall, the findings in this report show that the 
existing framework of financial aid is far more capa- 
ble of keeping college tuition affordable for those 
with the least resources to pay than popular narra- 
tives claim. Reformers should consider incremental 
changes to this system instead of the radical transfor- 
mation envisioned in the free-college proposals that 
would establish new federal-state matching grants to 
fully subsidize tuition. 

To be sure, this will likely require an increase in 
federal aid to students and families, especially during 
economic crises, and a further transfer of higher 
education financing from states to the federal gov- 
ernment. But that is more moderate than the larger 
federal role—and the unintended consequences— 
that would result from a new matching grant plan to 
fund free college. As the findings in this report show, 
this approach is far more effective than most observ- 
ers may have considered. 
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Appendix A. Estimates for Federal 
Tuition Tax Benefits 


All the estimates in this analysis are based on vari- 
ables included in the National Postsecondary Student 
Aid Study (NPSAS), except for the value of federal tui- 
tion tax benefits. The author estimated these values 
in each of the NPSAS years using the relevant eligi- 
bility rules and corresponding data in the NPSAS. For 
example, the estimates rely on the reported adjusted 
gross income of the parents of dependent students 
(and of the students themselves in the case of inde- 
pendents), the tuition prices that students paid out of 
pocket or using loans, their attendance intensity, and 
so forth. Respondents in the NPSAS who did not file a 
federal tax return in the prior year of the NPSAS were 
assigned a tax benefit of $0. 

The 1999-2000 NPSAS does not include a variable 
for whether a respondent filed a tax return, so one is 
estimated based on the 2003-04 NPSAS. Tax filers are 
often eligible for multiple tuition tax benefits but are 
allowed only one under the tax rules. The estimate in 
this analysis assigns respondents the tax benefit for 
which they are eligible that results in the largest tax 
reduction. The tax benefits included in the estimates 
for the relevant years in which they were available are 
the Hope tax credit, the lifetime learning tax credit, 
the American opportunity tax credit, and the deduc- 
tion for tuition and fees. 

The tax benefit estimates in this analysis reflect 
eligibility for a benefit, not whether families actu- 
ally claimed these benefits. However, the estimates 
closely match actual IRS filing data in recent years. 
The estimated tax benefits in the 2015-16 NPSAS 
average $1,505 for all undergraduates eligible for a 
benefit. A College Board analysis of IRS statistics for 
tax filers claiming a tax benefit in 2016 shows that the 
average benefit claimed was $1,500.39 

Another way to test the accuracy of the tax benefit 
estimates using the NPSAS is to compare the distribu- 
tion of the total benefits with IRS statistics of the tax 
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benefits filers have actually claimed. The College Board 
and the Congressional Research Service have produced 
estimates of the distribution of these benefits across 
income groups using IRS statistics. Tables A1 and A2 
compare the estimates using the NPSAS and those 
analyses. Generally, the NPSAS estimates developed 
for this analysis closely match the IRS statistics, espe- 
cially for the lowest-earning groups and families earning 
between $75,000 and $100,000. The NPSAS estimate, 
however, slightly undercounts the tax benefits claimed 
by families with incomes above $100,000 and slightly 
overcounts the benefits claimed by those with incomes 
between $50,000 and $75,000. 

There are several plausible explanations for the 
slight mismatch between the analyses of tax filing sta- 
tistics and the estimates using the NPSAS that might 
suggest the NPSAS figures are even more accurate than 
these comparisons suggest. The analyses that use IRS 
statistics for all tax benefits (College Board) include 
tax filers claiming benefits for graduate education (i.e., 
the lifetime learning tax credit and the tuition and fees 
deduction). The IRS statistics do not break out whether 
the tax benefits claimed were for graduate or under- 
graduate education. The distribution of undergraduate 
benefits in the NPSAS analysis may differ from the IRS 
statistics because the former does not include graduate 
students and the latter does. 

The Congressional Research Service analysis 
excludes graduate students by analyzing statistics 
for only the American opportunity tax credit. It also 
excludes undergraduates who are ineligible for that 
benefit but can still claim the smaller benefits provided 
by the lifetime learning tax credit and the tuition and 
fees deduction. The NPSAS estimates include all fed- 
eral tuition tax benefits for which undergraduates are 
eligible, which may explain some of the discrepancy. 

Another reason for the discrepancy is that the 
NPSAS estimate cannot assign a tax benefit to 
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Table A1. Distribution of Tax Credit Dollars Claimed by Adjusted students who study at more 
Gross Income, College Board Comparison than one institution. Students 


who attend more than one insti- 


Distribution According to 


Distribution According to | Author’s Estimates Using tution therefore do not have 

College Board and IRS NPSAS Undergraduate tuition information reported in 

Statistics, 2014 Income Dataset, 2014 Income the NPSAS, although these stu- 

$0-$25,000 23% 24% dents’ tuition payments would 
qualify for a tax benefit. This 

$25,000-$50,000 23% 24% limitation only applies to the 
$50,000-$75,000 16% 19% comparison with the IRS sta- 
tistics and not the larger anal- 

$75,000-$100,000 13% 13% ysis of financial aid and tuition 
$100,000-$180,000 24% 90% prices in this report because all 
students categorized as having 

Note: Estimates may not sum to 100 percent due to rounding. attended public four-year insti- 


Source: College Board, “Trends in Student Aid 2016," 2016, https://research. 


collegeboard.org/pdf/trends-student-aid-2016-full-report. pdf. tutions in the data all must have 


attended only one institution 
by construction of the dataset. 
Table A2. Distribution of Tax Credit Dollars Claimed by Adjusted The NPSAS variable for insti- 
Gross Income, Congressional Research Service Comparison tution type counts any student 
who attends more than one 


Distribution According to | Distribution According to 


Congressional Research | Author’s Estimates Using institution in a year as a sep- 

Adjusted Gross Service and IRS NPSAS Undergraduate arate category; only students 

Income Statistics, 2015 Income Dataset, 2014 Income who attend the same public 

$0-$30,000 31% 30% institution throughout the year 

——_—S pa os are counted as having attended 

$30,000-$50,000 19% 18% a public institution. The NPSAS 

$50,000-$75,000 16% 19% includes all these students’ tui- 

tion information, which can be 

$75,000-$100,000 12% 13% used to estimate tax benefit 

$100,000-$200,000 23% 20% ene 

Note: Estimates may not sum to 100 percent due to rounding. The Congressional Research 
Service estimate is for the American opportunity tax credit. The author's estimate includes al 


undergraduate tax benefits. 
Source: Margot L. Crandall-Hollick, “The American Opportunity Tax Credit: Overview, Anal- 
ysis, and Policy Options,” Congressional Research Service, June 4, 2018, https://fas.org/ 
sgp/crs/misc/R42561.pdf. 
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cent among full-time students) in 2015-16. 

37. Annual borrowing among in-state students at public universities from families earning less than $125,000 (including those who 
did not borrow) was about $2,500 in the mid-1990s, after adjusting for inflation. By the 2015-16 academic year, it had doubled to 
$5,000. Meanwhile, net tuition prices increased by about only $500 for this group. Changes in annual borrowing were similar for the 
Pell Grant recipient group. See National Center for Education Statistics, Datalab. 

38. Other researchers have examined rising living expenses at universities and conclude that prices have increased faster than infla- 
tion has. See Kristin Blagg, Matthew M. Chingos, and Victoria Lee, “The Price of Room and Board,” Urban Institute, October 2017, 
https://www.urban.org/sites/default/files/publication/94021/the-price-of-room-and-board_o.pdf. 

39. College Board, “Trends in Student Aid 2018,” 2018, https://research.collegeboard.org/pdf/trends-student-aid-2018-full-report.pdf. 
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Free College and the 
Debt-Free Fantasy 


Jason D. Delisle and Preston Cooper 


This report was originally published by the American Enterprise Institute in June 2020.1 


t the end of 2019, 43 million Americans owed 
A over $1.5 trillion in federal student loans.2 The 
rapid increase in these balances over the past decade 
has led many to deem student debt a “crisis.” Now, 
there is growing support among Democratic policy- 
makers, and even some Republicans, to immediately 
cancel all or most of the federal government’s loan 
portfolio. 

Often, these advocates also propose making pub- 
lic colleges and universities tuition free, since student 
debt cancellation would affect only existing borrow- 
ers. Otherwise, students would continue to take out 
new loans to finance their education going forward. 
Indeed, the Congressional Budget Office projects that 
the federal government will issue over $1.2 trillion in 
new student debt over the coming decade. The com- 
bination of debt cancellation and free tuition at public 
colleges is supposed to end the student loan “crisis” 
once and for all. 

Sen. Elizabeth Warren, one of the most prominent 
advocates of this two-pronged approach, writes: 


Once we’ve cleared out the debt that’s holding down 
an entire generation of Americans, we must ensure 
that we never have another student debt crisis again. 
We can do that by recognizing that a public college 
education is like a public K-12 education—a basic 
public good that should be available to everyone with 
free tuition and zero debt at graduation.3 


Similarly, Sen. Bernie Sanders believes that can- 
celing existing student debt and making public col- 
leges tuition free will “make college debt-free for 


all.”4 He writes: “It is time to end the absurdity of 
sentencing an entire generation—the millennial 
generation—to a lifetime of debt for the ‘crime’ of 
doing the right thing: getting a college education.”5 

Although Joe Biden was slower to embrace free 
tuition policies, he eventually endorsed Sanders’ 
original proposal to make all public universities tui- 
tion free for students from families with incomes 
below $125,000.° Biden also rolled out a student 
loan forgiveness plan that would forgive a mini- 
mum of $10,000 per borrower, with additional relief 
for students who attended public universities or 
minority-serving institutions to “align [his] student 
debt relief proposal with [his] forward-looking col- 
lege tuition proposal.”7 

Despite these claims, making colleges and univer- 
sities tuition free would have only a limited effect on 
student borrowing. Our analysis suggests the major- 
ity of student borrowing today would continue under 
the free-college proposals. Even after the government 
forgives nearly all outstanding debt, total balances 
will quickly reach levels that Sens. Warren, Sanders, 
and many others have deemed a crisis. 

This is because free-college policies do not target 
the largest sources of student borrowing. Many stu- 
dents borrow to attend private undergraduate insti- 
tutions and graduate schools, which are excluded 
under free-college proposals. Moreover, many stu- 
dents attend out-of-state public universities and are 
not eligible for free-college policies under the most 
prominent proposals. All these ineligible students may 
continue to borrow through the federal loan program. 
In short, the proposals fall far short of guaranteeing 
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that students will graduate debt free as proponents 
claim, at least absent other large increases in grant aid. 

Even among those eligible for free college, many 
students borrow to cover non-tuition expenses such 
as housing, food, and textbooks while enrolled (here- 
after referred to as “living expenses”). The free-college 
plans cover tuition only, which means that much of 
the borrowing for living expenses will continue, even 
if tuition is free and the federal Pell Grant is repur- 
posed to cover living expenses, as many free-college 
policies propose. 

After taking these factors into account, our analy- 
sis suggests that a federal free-college matching grant 
for states such as that proposed by Sens. Sanders 
and Warren (and endorsed by Vice President Biden) 
would reduce new student loan volume over the next 
decade by just 15 percent. Therefore, we expect that 
the federal government will issue $1 trillion in new 
student loans over the coming decade even if every 
state enacts and fully adopts free-college proposals. 
This implies that even if the current stock of out- 
standing student debt is forgiven and public colleges 
and universities are free for in-state students, the fed- 
eral student loan portfolio will return to so-called 
“crisis” levels within a couple decades. 


Assumptions and Limitations 


The descriptive analysis in this report uses recent 
enrollment and borrowing data to estimate the pos- 
sible effect of a first-dollar, free-college policy on stu- 
dent debt. It does not aim to predict the outcome of the 
policy change using causal inference. And we do not 
incorporate any behavioral changes among students 
or institutions of higher education to reach our results. 
The analysis is based on the current state of higher edu- 
cation enrollment and pricing as reflected in the data. 

In reality, students, states, and higher education 
institutions will change their behavior in response to 
free college. Some of these responses will reduce stu- 
dent borrowing further than what we estimate, but 
others will blunt the effects of free college, resulting 
ina more limited effect on student debt than the find- 
ings presented here. 
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For example, free college might induce students 
who would otherwise enroll in more expensive pri- 
vate colleges to switch to free public colleges, reduc- 
ing student debt further than what we estimate.’ On 
the other hand, some states might not opt into the 
free-college proposal, which would limit the policy’s 
effect and lead us to overestimate its impact on stu- 
dent debt. It is difficult to know where the balance 
lies in these behavioral responses, and we do not aim 
to make such a determination or make the case for 
one set of assumptions over another. 

In a few cases in which we had to make assump- 
tions about behavior, we erred on the side of simplic- 
ity, and in most instances these assumptions bias our 
estimate higher than it would otherwise be. That is, we 
show a larger reduction in student debt than is likely 
to happen in reality. For example, we assume that all 
states opt into the program and that students’ tuition 
reduction from free college leads them to reduce their 
borrowing on a dollar-for-dollar basis. We also assume 
for simplicity’s sake that the policy is available to stu- 
dents regardless of financial need, even though many 
prominent free-college plans exclude high-income 
families. However, we also assume that students will 
not switch from private institutions to in-state public 
ones, which biases the estimate in the other direction. 


Identifying Ineligible Borrowers 


The analysis in this report focuses on the federal 
government’s Direct Loan Program, which originates 
nearly 90 percent of new student loans every year.9 
The analysis does not include private loan borrowing. 
According to the Congressional Budget Office, the 
federal government will issue just over $1.2 trillion 
in new loans between 2020 and 2029. Three distinct 
groups are eligible for these loans: undergraduate stu- 
dents who will borrow an estimated $528 billion (44 
percent), parents of dependent undergraduates who 
will borrow an estimated $156 billion (13 percent), 
and graduate students who will borrow an estimated 
$526 billion (43 percent).!© (See Figure 1.) 

We assume that all lending to graduate students 
will continue as estimated under current policies. 
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Figure 1. New Federal Student Loans Issued Between 2020 and 2029, by Type of Borrower 
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Source: Congressional Budget Office, “Student Loan Programs—CBO’s May 2019 Baseline,” May 2, 2019, https://www.cbo.gov/ 


system/ files/2019-05/51310-2019-05-studentloan.pdf. 


(The free-college plans described in this report do 
not cover graduate school.) That leaves two groups 
whose borrowing could be affected by free-college 
policies: undergraduates and parents of undergradu- 
ates. These groups are expected to borrow $684 bil- 
lion in new loans over the next 10 years, or 57 percent 
of all estimated federal lending. Our analysis focuses 
on what share of this remaining 57 percent of federal 
loans will not be issued if tuition at public colleges 
becomes free. 

In addition to assuming that all graduate school 
borrowing continues on its current course, we assume 
the same for all undergraduate students who attend 
private nonprofit and for-profit colleges and univer- 
sities.!! Students who attend these institutions must 
still pay tuition under the free-college proposals; their 
institutions are not eligible for the program. We esti- 
mate that 46.0 percent of new undergraduate and par- 
ent loan volume is issued to students attending these 
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institutions every year (or 26.2 percent of all federal 
lending). (See Figure 2.) 

Another group unaffected by the free-college pro- 
posals is students who pay the out-of-state tuition 
rate at public institutions. The free-college proposals 
explicitly restrict the program to in-state students only, 
making out-of-state students ineligible. These students 
account for 7.5 percent of new undergraduate and par- 
ent loans (or 4.3 percent of all federal lending).!2 

That means just 46.5 percent of new undergradu- 
ate and parent loan volume (or 26.5 percent of all fed- 
eral lending) is associated with the public-institution 
students who pay in-state tuition rates, which is the 
group affected by free college.'3 In short, only about 
a quarter of all borrowing in the federal loan program 
is associated with students who could qualify for 
free-college programs. But as we discuss more below, 
even this group of students is unlikely to reduce their 
borrowing to zero if free college is enacted. 
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Figure 2. Undergraduate and Parent Borrowing by Institution Control and Student Residency, 
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2016, https://nces.ed.gov/surveys/npsas/. 


Measuring Debt Reduction for Eligible 
Students 


To measure how much in-state students at pub- 
lic universities with loans are likely to reduce their 
borrowing under the free-college plans, we need to 
understand the mechanics of free-college propos- 
als. The details vary, but the plans generally involve 
a federal-state matching grant program that aims to 
eliminate tuition and fees (hereafter referred to as 
simply “tuition”) for in-state students at public col- 
leges and universities (including community col- 
leges). Under Sen. Sanders’ plan (and the one Vice 
President Biden endorsed), the federal government 
pays 67 percent of the cost of free college, while states 
contribute the remaining 33 percent. 

These plans are often called “first-dollar” free- 
college programs because states and institutions 
must fully cover tuition expenses (using their own 
funds and the new matching grants) before apply- 
ing a student’s other federal aid, such as Pell Grants. 
With tuition fully covered by state and federal 
matching grants, students would use Pell Grants 


30 


entirely for living expenses if they attend an in-state 
public college. 

Our analysis is based on this first-dollar design. 
Although some proponents of the free-college plans 
have also called for an increase in the Pell Grant from 
its current per-student maximum of $6,345, our anal- 
ysis is based on the grant size provided under cur- 
rent policy. Excluding proposed Pell Grant increases 
from this analysis helps isolate how the federal-state 
matching grants will affect borrowing.'4 

We assume that states and institutions will be 
able to count their existing financial aid toward sat- 
isfying the tuition-free requirement. For instance, 
California may count its existing $2.4 billion Cal 
Grant toward reducing students’ tuition rather than 
come up with new money to eliminate tuition at 
the state’s public colleges.!5 It would be politically 
and fiscally untenable for the federal government to 
require states to exclude these sources of aid (and 
require that they be fully repurposed to cover living 
expenses), as it would penalize states that already 
provide generous need-based aid programs relative 
to those that do not.!6 Most prominent free-college 
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Table 1. Hypothetical Free-College Program vs. Current Law for Example Student 


Current Law Free College 


“Sticker Price” Tuition and Fees $8,000 | “Sticker Price” Tuition and Fees $8,000 
State Grants and Institutional Aid $3,000 | State Grants and Institutional Aid $3,000 
Net Tuition After Nonfederal Aid $5,000 | Net Tuition After Nonfederal Aid $5,000 
Federal Pell Grant $3,000 Free-College Grant $5,000 

Federal Pell Grant $3,000 
Net Tuition and Fees After All Aid $2,000 | Net Tuition and Fees After All Aid $0 
Aid Available for Living Expenses $0 Aid Available for Living Expenses $3,000 

Net Benefit from Free College $5,000 


Source: Authors’ calculations. 


proposals that use a federal-state matching grant, 
such as the College Affordability Act, which won 
committee approval in the House in 2019, explic- 
itly allow states to count existing aid in meeting 
the free-tuition requirements.!7 Sen. Brian Schatz’s 
(D-HI) Debt-Free College Act is another example.!8 

Therefore, our analysis counts all existing state 
and institutional (but not federal) financial aid for 
in-state students at public institutions toward meet- 
ing the free-tuition requirement.19 The following 
example illustrates how the free-college plans would 
work under this design. 

Consider a student who attends a public in-state 
university with annual, full-time “sticker price” tui- 
tion of $8,000. A state grant program and institutional 
scholarships combine to reduce her tuition to $5,000. 
On top of that, she receives a $3,000 federal Pell 
Grant, which she applies to her tuition. Her net tui- 
tion under the current system is therefore $2,000.2° 

Under this hypothetical free-college program, a 
combination of state, institutional, and federal funds 
fully covers the student’s tuition expenses. As shown 
in Table 1, the student receives an additional $5,000 
in aid under the free-college plan, which reduces 
her net tuition to zero. Her $3,000 Pell Grant is not 
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applied toward tuition. She now receives the grant 
in cash, which she can use to pay for living expenses. 
The student has gone from a $2,000 net tuition 
liability to no tuition liability, plus a $3,000 credit 
toward living expenses. 

We use data from the 2015-16 National Postsec- 
ondary Student Aid Study (NPSAS) to simulate how 
borrowing changes under the first-dollar free-college 
plan described above for students affected by the pol- 
icy: those attending in-state public universities. First, 
we calculate the size of the new grant each student 
would receive under free college. This is equivalent to 
net tuition after all state and institutional aid (but not 
federal grants) is applied. Although students never 
actually see the new “grant,” as it goes directly to the 
institution to bring their net tuition to zero, thinking 
of the new program as a grant helps analyze the effect 
on borrowing. 

We assume that the relationship between new 
free-college grants and a reduction in borrowing is 
one-to-one. In other words, students who receive 
a new $2,000 grant under free college will reduce 
their borrowing by $2,000 (if they already borrow 
$2,000 or more).24 This is a strong assumption, 
which leads us to overestimate the reduction in new 
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loans under free college, as existing evidence sug- 
gests that the grant-loan relationship is considerably 
less than one-to-one.?? (Note that students’ borrow- 
ing includes both undergraduate loans they took out 
themselves and any loans their parents took out on 
their behalf.) 

Similarly, we assume that students who currently 
borrow less than their net tuition before federal 
grants will reduce their borrowing to zero. If a stu- 
dent receives a $2,000 grant under free college but 
would have borrowed only $1,500 for tuition other- 
wise, aggregate borrowing goes down by $1,500. 

If a student borrows more than his or her net tui- 
tion because he or she is financing living expenses in 
addition to tuition, we assume he or she will continue 
to borrow after free college is implemented, albeit a 
reduced amount. Many students at public universi- 
ties and community colleges borrow for their living 
expenses in addition to tuition, and much of this bor- 
rowing will continue under the free-college proposals 
because only tuition is free. 

To see how this would be the case, consider a 
student with no Pell Grant who currently borrows 
$7,500, of which $3,000 covers tuition expenses and 
$4,500 covers living expenses. The most his bor- 
rowing would decline under the free-college plan is 
$3,000, the amount of his tuition expenses, which 
become fully subsidized. We assume he continues to 
borrow the $4,500 for living expenses. 

Our analysis does, however, include a reduction 
in borrowing when students who had been using Pell 
Grants for tuition would instead be able to use them 
for living expenses. For example, if a student applies 
a $3,000 Pell Grant to tuition expenses under cur- 
rent policies and then borrows $4,000 for her living 
expenses, free college would allow her to apply that 
Pell Grant to her living costs. Our analysis shows 
her borrowing would be reduced to $1,000 under 
free college.23 

Finally, we assume that students who currently 
borrow nothing, a group that makes up the majority 
of in-state students at public institutions (two-year 
and four-year institutions combined), will not 
change their behavior. Free college may affect these 
students’ financial position, but we assume it cannot 
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affect student loan borrowing because they cur- 
rently do not borrow. 


Aggregate and Per-Borrower Debt 
Reduction 


Only a limited group of student loan borrowers, 
the in-state students at public institutions who cur- 
rently borrow, will be eligible to benefit from the 
debt-reduction effects of free college. Individuals in 
this group account for 46.5 percent of new under- 
graduate and parent loan balances, and the effect 
of free college on them will be pronounced. How- 
ever, even among this group, borrowing will not 
drop all the way to zero because many students can 
be expected to continue borrowing for their living 
expenses, albeit at a reduced amount if they are Pell 
Grant recipients. 

At four-year public colleges and universities, 
in-state students who borrow currently take out just 
over $8,000 per year in federal loans on average. 
Under free college at four-year institutions, their aver- 
age borrowing falls to roughly $3,400. At community 
colleges, borrowers each currently take out $4,700 on 
average, and their borrowing under free college falls 
to about $2,600. Overall, we estimate that borrow- 
ing by in-state students who take on debt at all public 
institutions will fall by 56 percent under free college, 
as shown in Figure 3. 

Even though borrowing drops by a large amount 
(but not entirely) among in-state students at pub- 
lic institutions, the overall effect on student borrow- 
ing is still small because these students account for 
only a fraction of the $1.2 trillion in new loans that 
the federal government is projected to issue over the 
coming decade. Loans to in-state students at pub- 
lic institutions will total approximately $318 billion 
over the coming decade. The 56 percent reduction 
in borrowing among this group implies that aggre- 
gate student loan borrowing will fall by $177 billion 
over the next 10 years (Figure 4). This accounts for 
26 percent of new federal loans to undergraduates 
and parents and just 15 percent of new federal loans 
for all students.24 
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Figure 3. Average Annual Borrowing Under Current Law and Free College Among Students Who 
Currently Borrow (In-State Students at Public Institutions Only) 
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Source: Authors’ calculations based on National Center for Education Statistics, “National Postsecondary Student Aid Study (NPSAS),” 
2016, https://nces.ed.gov/surveys/npsas/. 


Figure 4. Federal Student Loans Issued Under Current Policy and Free College, by Category, 
2020-29 ($ Billions) 
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Source: Authors’ calculations based on National Center for Education Statistics, “National Postsecondary Stu-dent Aid Study (NPSAS) 
2016, https://nces.ed.gov/surveys/npsas/; and Congressional Budget Office, “Student Loan Programs—CBO's May 2019 Baseline,” 
May 2, 2019, httos://www.cbo.gov/system/files/2019-05/51310-2019-05-studentloan.pdf. 
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Conclusion 


A national first-dollar free-college program target- 
ing in-state students at public colleges and univer- 
sities will reduce new student loan borrowing by far 
less than the conventional wisdom suggests. We esti- 
mate that such a plan would reduce new borrowing 
by $177 billion over the next 10 years, a reduction of 
15 percent. 

Even under free college, we expect the federal 
government will continue to make over $1 trillion in 
federal loans during the next 10 years. Pairing free 
college with mass cancellation of existing debt will 
not solve the perceived student debt “crisis” in the 
way that many proponents suggest. Moreover, mass 
debt forgiveness is likely to create a moral hazard, 
since future borrowers may anticipate another round 
of loan cancellation once the outstanding debt stock 
again climbs to high levels. The implicit promise of 
future loan forgiveness could encourage current stu- 
dents to borrow more, exacerbating the student debt 
“crisis” that advocates of loan cancellation perceive. 
Fourteen years after free college is implemented, the 
federal government will have issued $1.5 trillion in 
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new student loans, a figure roughly equivalent to the 
outstanding federal loan stock today. 

Since free college will not eliminate the need for new 
federal student loans, policymakers who wish to pur- 
sue mass loan cancellation and make college debt free 
must find other ways to reduce new annual loan vol- 
ume. One possible approach, making free college even 
more generous and applying it to private undergradu- 
ate institutions and even graduate schools, is certain 
to be prohibitively expensive and politically fraught. If 
policymakers see curtailing new student borrowing as 
desirable, the best way to achieve that goal is to directly 
reduce the size and scope of the federal student loan 
program itself. Most free-college advocates have not 
proposed any such policies. 
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vert the program from what is now largely a tuition subsidy to stipends for living expenses instead. We believe states would balk at such 
a requirement. Instead, we interpret the first-dollar design as an effort to ensure states and institutions do not count the federal Pell 
Grant toward the free-tuition requirement but that it would not preclude them from counting their own existing financial aid funds 
toward meeting that requirement. (A so-called “last dollar” program would allow them to count their existing aid and the Pell Grant.) 
Furthermore, we interpret the legislative text of the proposals to mean that states and institutions may count all their existing aid pro- 
grams toward meeting the free-tuition provision and simultaneously satisfy the maintenance-of-effort provision, like the one proposed 
by Sen. Sanders and Vice President Biden. 

17. College Affordability Act, H.R. 4674, 116th Cong,, 1st sess., https://www.congress.gov/116/bills/hr4674/BILLS-116hr4674ih. pdf. 

18. Debt-Free College Act of 2019, S. 672, 116th Cong,, ist sess., https://www.congress.gov/116/bills/s672/BILLS-1168672is.pdf. 

19. For simplicity, we also count private grants and scholarships toward satisfying the free-college requirement. In reality, first-dollar 
free-college policies would prohibit this approach, and the aid can only be used toward living expenses. Average private aid for the tar- 
get population for free college is relatively small (about $400 annually) and does not make a noticeable difference in our key findings. 
Authors’ calculation based on US Department of Education, Institute of Education Sciences, National Center for Education Statistics, 
“National Postsecondary Student Aid Study (NPSAS),” 2016, https://nces.ed.gov/surveys/npsas/. 

20. This analysis does not count private, state, or institution student loans as financial aid and does not net them from a student’s 
tuition. 

21. We include any borrowing in the federal Parent PLUS loan program in the student’s total debt that can be reduced because of 
free college. In other words, we treat the student’s and parent’s debt as a combined loan balance in our analysis. However, we exclude 
any nonfederal loans from the analysis. 

22. Sandy Baum and Michael McPherson, “Free College’ Does Not Eliminate Student Debt,” Urban Institute, August 22, 2019, 
https://www.urban.org/urban-wire/free-college-does-not-eliminate-student-debt. See also Rajashri Chakrabarti et al., who estimate a 
tuition-debt elasticity of 30 percent. Rajashri Chakrabarti et al., “Tuition, Debt, and Human Capital,” Federal Reserve Bank of New 
York, February 2020, https://www.newyorkfed.org/research/staff_reports/sr912. 

23. Other scenarios include students who use part of their Pell Grants on tuition and part on living expenses. Consider a stu- 
dent with a $3,000 Pell Grant who uses $1,000 to pay tuition expenses and the remaining $2,000 for living expenses. She also 
borrows $5,000 for living expenses. The free-college plan can reduce her borrowing by only $1,000 because that is the amount 
by which her Pell Grant increases. Or consider a student whose financial aid from other sources already allows him to apply all 
of his Pell Grant to his living expenses, but he still borrows $5,000 for the remainder of his living expenses. This student would 
thus receive no additional aid or Pell Grant for living expenses under the free-college plans, and his borrowing would remain the 
same. 

24. We also analyze two variations of the free-college plan. One would make only community colleges free, an idea Biden has pro- 
posed in the past. Assuming this program does not change the proportion of undergraduate students enrolled in community colleges, 
we estimate that a community-college-only free-college program would reduce new undergraduate borrowing by 4 percent and new 


aggregate borrowing for the entire federal student loan program by just 2 percent. The other variation, proposed by Sanders and 
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endorsed by Vice President Biden, would provide additional grants that cover all living expenses for any student receiving the maxi- 
mum Pell Grant. Incorporating this policy into our analysis reduces new undergraduate borrowing by 33 percent and aggregate federal 


student loan borrowing by 18 percent. 
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Lessons from Chile’s Transition 


to Free College 


Jason D. Delisle and Andrés Bernasconi 


This report was originally published by the Brookings Institution on March 15, 2018.1 


L the US, free-college policies emerged as a major 
theme during the 2016 presidential election. Two 
Democratic candidates, Sen. Bernie Sanders and Sec- 
retary of State Hillary Clinton, each proposed plans to 
make college free at public universities with federal 
matching grants.2 While the election results dashed 
those specific proposals, the idea continues to appeal 
to many policymakers as a way of addressing rising 
college prices, growing student debt burdens, and 
unequal access to higher education institutions. 

Recently, tuition-free policies have seen some 
movement in state legislatures. In 2017, New York 
lawmakers implemented a free-college program, the 
Excelsior Scholarship, for students from families 
earning up to $125,000 a year who attend in-state 
public institutions.3 

Many who advocate for free-college policies often 
point to other countries that provide such benefits as 
evidence that the US could and should emulate them.4 
Typically, supporters look to Europe for free-college 
case studies, but Chile may actually provide a better 
comparative study. Indeed, in his presidential cam- 
paign proposal, Sen. Sanders listed Chile as one of 
several countries that “offer free college to all of their 
citizens.”5 He argues, “If other countries can take this 
action, so can the United States of America.” 

In 2011, Chilean students staged massive protests 
against the country’s education policies, which they 
criticized as overly reliant on free-market principles— 
mainly that higher education institutions charged rel- 
atively high tuition and many students borrowed to 
finance their education. Indeed, Chile has historically 
required students and families to pay a relatively large 
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share of higher education costs. Like the US, however, 
students from lower-income families receive scholar- 
ships to defray tuition prices.® 

The similarities with the US go even further. A cen- 
tral part of Michelle Bachelet’s 2013 presidential cam- 
paign was a pledge to make higher education tuition 
free (“gratuidad,” in Spanish) for all students from 
families in the lower 70 percent of the income distri- 
bution by 2018 and tuition free for all students regard- 
less of income by 2020. President Bachelet won the 
election based partly on that proposal. 

Given the similarities between Chile and the US in 
the cost and structure of their higher education sys- 
tems, and the political pressures that made free col- 
lege a national issue, examining Chile’s experience 
with gratuidad is likely to be informative for US audi- 
ences. This report will outline the details of Chile’s 
gratuidad program and the system it replaced. It then 
discusses some of the changes and unintended conse- 
quences observed in the wake of the reform and links 
these points to the debate over free college in the US. 


Higher Education in Chile and the 
Free-College Movement 


The Chilean higher education system has a similar 
organization to that in the US. There is a mix of pub- 
lic and private universities (18 public and 44 private) 
and numerous private professional institutes (most 
of them for-profit) and private technical training cen- 
ters (almost all for-profit).7 Chile’s universities also 
range in quality and selectivity. One key difference 
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Figure 1. Average Annual Tuition for Full-Time Bachelor Degree Students at Public and Private 


Universities (Before Student Aid), 2015-16 
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Source: Organisation for Economic Co-operation and Development, “Education at a Glance 2017,” Table B5.1. 


with the US is that 85 percent of Chilean students are 
enrolled in private institutions.’ 

Tuition in Chile is among the highest in the world, 
about $7,600 (purchasing power parity) on average at 
public universities. (See Figure 1.) However, this price 
does not factor in government grant and scholarship 
aid, which can significantly reduce the net price that 
students pay. The average tuition—the sticker price 
that universities advertise—is equivalent to approx- 
imately half of median family income.9 Only Ameri- 
can private universities and British universities have 
higher sticker prices relative to per capita gross 
national product.!° 

Another similarity with the US system is that 
many students do not pay the sticker price that uni- 
versities publish. Discounts offered at the univer- 
sity level in the form of scholarships, together with 
government-funded student aid, cover most or all 
fees for students with low and middle incomes. The 
average scholarship for low-income students covers 
between 63 and 70 percent of actual tuition costs." 
Government-backed student loans are also available, 
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which allow students to borrow for almost the entire 
cost of tuition (but are not available for cost-of-living 
expenses) and feature below-market interest rates, 
income-based repayment terms, and loan forgive- 
ness after a certain number of payments. The loans 
and scholarships are generally available to students 
from the lowest four income quintiles, with most 
scholarships limited to students from the lowest 
two quintiles. (See Table 1.) Overall, about half of all 
undergraduate students in Chile received financial aid 
in the form of scholarships or loans before gratuidad 
was introduced in 2016.12 

The scholarship and loan programs include merit 
requirements. To qualify for aid, students must achieve 
a minimum score on a national college-admission 
test, the PSU, similar to the SAT or ACT in the US. 
The cutoff for eligibility differs by program, but it typ- 
ically falls around median test scores for all test tak- 
ers. That is a sharp break with the US, where federal 
grants and loans are provided without regard to test 
scores or grades, although some programs offered by 
states and universities include a merit requirement. 
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Table 1. Distribution of Chilean Government-Issued Scholarships by Income Group in 2015 for 


Four- and Five-Year Programs 


Bottom 


Quintile 


2nd 
Quintile 


4th 
Quintile 


3rd 
Quintile 


Top 
Quintile 


Percentage of Total Scholarships 22% 


35% 


30% 12% 0% 


Note: Percentages do not sum to 100 percent due to rounding. 


Source: Alonso Bucarey, “Who Pays for Free College? Crowding Out on Campus,” Massachusetts Institute of Technology, 2018, Table 


14, htto://economics.mit.edu/files/14234. 


Student Protests of 2011. In 2011, Chilean students 
staged massive demonstrations against the govern- 
ment’s higher education policies. They complained 
that the government had abandoned public higher 
education in favor of market-based policies. This 
“marketization” was, in their view, producing a “com- 
modified” education that relied on expensive tuition 
and high student debt, profiteering, and concentra- 
tion of enrollments in the private sector.'3 

The student movement advocated for several 
reforms. Primarily, it called for greater access to higher 
education, especially for lower-income families. (As of 
2011, the gross enrollment rate was 27 percent for stu- 
dents in the bottom income decile and 91 percent for 
those in the top decile.) This, advocates argued, could 
be achieved by abolishing tuition, first for students in 
the lower 70 percent of family income and then for 
all students. They also demanded more capacity at 
public universities.14 

This was not the first organized student move- 
ment regarding higher education costs. Equally large 
demonstrations occurred in 2006, although students 
did not call for free tuition.'5 Policymakers assuaged 
these past complaints by expanding existing aid pro- 
grams. For example, in 2011, President Sebastian 
Pifiera greatly expanded scholarships and increased 
loan benefits by adopting an income-contingent 
repayment design and cutting interest rates to 2 per- 
cent.!6 These concessions were not sufficient, how- 
ever, as this time students rallied around the idea of 
free tuition as the antidote to market-based policies. 


The 2013 Presidential Campaign Launches Free 
College. In the 2013 presidential campaign, free 
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college became a central pledge of Michelle Bachelet, 
the Socialist Party candidate, along with tax reform to 
finance it. As the student protests had demanded, the 
first stage of the proposal would apply to all students 
in the lowest 70 percent of family income by 2018 and 
would eventually apply to students regardless of fam- 
ily income by 2020. 

Bachelet was elected with 62 percent of the vote 
in 2013, and she won comfortable majorities for her 
coalition in both houses of Congress. This provided 
her with a clear mandate to enact gratuidad. But the 
promise to provide free college to all students quickly 
proved challenging. 

The Ministry of Finance calculated free tuition for 
all students would cost 2.1 trillion Chilean pesos, or 
$3.14 billion per year, an amount deemed unattainable 
given the level of economic growth and tax revenue 
at the time.17 Following Bachelet’s election, economic 
growth slowed to its lowest level in years due largely 
to the sudden drop in the price of copper, which is 
a significant source of Chilean tax revenues. There 
simply was not enough revenue to make good on the 
promise of free tuition—at least initially. 


Gratuidad Prevails. Faced with reconciling the 
high cost of gratuidad and lower-than-expected gov- 
ernment revenues, the Bachelet government opted to 
pare the plan down and phase it in more gradually— 
a move that ultimately allowed her government to 
enact the policy starting in 2016. This version cost 
518 billion Chilean pesos, or roughly $810 million, a 
fraction of the cost of her initial campaign pledge. 

In 2016, its initial year, gratuidad applied only 
to students in the lower 50 percent of the income 
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distribution, not the lower 70 percent as first pro- 
posed. In its third year, 2018, the program would 
expand to include students in the lower 60 per- 
cent of the family income distribution. Lawmak- 
ers enacted the program to automatically extend to 
additional students once tax revenues reach speci- 
fied thresholds. 

Under the current policy, students eligible for 
free tuition include both current and newly enrolled 
undergraduates at eligible institutions. All pub- 
lic universities are required to adhere to gratuidad, 
meaning they must agree to waive tuition for stu- 
dents they admit who meet the family income quali- 
fications. Private universities and colleges can opt to 
participate in gratuidad if they are structured as non- 
profits and meet higher levels of accreditation status. 
Universities and colleges receive per-student subsi- 
dies from the government, the amount of which is 
determined by a formula, to offset the cost of enroll- 
ing students eligible for gratuidad (discussed more 
in a subsequent section). Students enrolled at non- 
participating institutions, or those enrolled in par- 
ticipating institutions who are above the income 
threshold for gratuidad, can still apply for govern- 
ment scholarships and receive a government-backed 
subsidized loan. 

Professional institutes and technical training 
centers were excluded from gratuidad at first, but 
lawmakers offered assurances that they would be 
included in the 2017-18 school year, which the gov- 
ernment eventually followed through on.!® However, 
these institutions must meet minimum accreditation 
requirements and be organized as nonprofits (or for- 
mally commit to transform into nonprofit entities 
during 2017). At the time the policy was enacted, most 
were organized as for-profit entities. 

There is another limitation on the benefits of gra- 
tuidad that helps limit costs. Students may qualify for 
free tuition only for the official duration of an educa- 
tional program. In practice, however, time to degree 
typically runs 10-30 percent longer than the official 
duration of a program.!9 For shorter-term programs, 
such as associate degrees, time to degree is typically 
50 percent longer than official length. 


4l 


The Effects of Gratuidad 


Assessing gratuidad’s impact is difficult because it has 
been in place for just two years. More data on enroll- 
ment levels, borrowing, and completion rates are 
needed before researchers can make definitive judg- 
ments on the program’s success or shortfalls. How- 
ever, the available information from gratuidad’s first 
two years provides some sense of whether the policy 
is on track to produce its intended results. 

In that regard, this section covers four topics: uni- 
versity participation in gratuidad and enrollment 
changes observed in its initial years, the extent to 
which gratuidad replaced existing financial aid, an 
econometric study that suggests low-income students 
will be crowded out of more selective universities, 
and finally, the revenue pressures the program has 
imposed on universities and how that may threaten 
quality. As additional years of data become available, 
policymakers will be able to better judge the long-term 
impacts of gratuidad on college access and attainment. 


Eligibility and Enrollment. Student protesters and 
President Bachelet made the case for gratuidad partly 
on philosophical and ethical grounds—that higher 
education should be free because it is a right. Descrip- 
tive statistics, however, show that the policy falls far 
short of delivering universal free higher education. 

One factor is that not all universities participate 
in gratuidad. In 2016, the first year of gratuidad, only 
30 universities out of the 60 operating in Chile partic- 
ipated in the program. Some institutions do not meet 
the accreditation requirements, but at least three eli- 
gible private universities opted not to participate.2° 
These universities have high tuition rates, campuses 
in the more affluent suburbs of Santiago, and larger 
shares of students from wealthier families. Gratu- 
idad’s tuition caps would have had a significant finan- 
cial impact on these institutions’ budgets. 

Even if all institutions participated in the program, 
gratuidad would not be a universal benefit so long as 
it is restricted to students from the lower half of the 
income distribution. The income cutoff, combined 
with the fact that many institutions are not eligible 
for the program due to their for-profit status or lower 
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accreditation, or simply opt not to participate, makes 
gratuidad’s reach quite minor. The program applied to 
just 12 percent of undergraduate students in 2016, or 
approximately 140,000 students.?! About one-third 
of students who received the benefit that year were 
first-year students, and the rest had been enrolled the 
prior year. 

Expanding the program beyond universities has 
improved the policy’s reach. As of the end of May 2017, 
it covered 22 percent of total undergraduate enroll- 
ments. Professional institutes and technical training 
centers, participating in the program for the first time 
in 2017, accounted for 36 percent of the beneficiaries, 
while universities accounted for the rest.?7 

Despite the program’s limited reach, the Ministry 
of Education suggests it has been successful in allow- 
ing more students to enroll in higher education. By 
the ministry’s estimates, 15 percent of entrants in 2016 
would not have enrolled under the preexisting finan- 
cial aid scheme of grants, scholarships, and loans.?3 


Gratuidad Supplants Existing Student Aid. 
Another dynamic will likely limit gratuidad’s ability 
to bring about major enrollment changes. According 
to the Ministry of Education, 87 percent of non-first- 
year students who received gratuidad in 2016 had 
some form of government-issued financial aid in 2015, 
meaning just 13 percent had no prior assistance. That 
is because students from families in the lower 50 per- 
cent of the income distribution qualify for scholar- 
ships and loans. To be sure, some of these students 
received subsidized loans that they may have needed 
to fully repay or grants and scholarships that only 
partially covered tuition. In that regard, gratuidad did 
increase aid. 

In the years before gratuidad, the Organisation for 
Economic Co-operation and Development and the 
World Bank estimated that the average scholarship 
award for low-income students covered between 63 
and 70 percent of the actual cost of tuition fees.24 For 
the rest of the costs, students either had to pay out of 
pocket or take out subsidized loans. This underscores 
that gratuidad has mostly supplanted existing forms 
of student aid. However, students who had been inel- 
igible for scholarships before gratuidad because they 
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did not meet the academic requirements gained sig- 
nificant amounts of aid. Gratuidad does not include 
any merit requirements. There are no academic per- 
formance standards beyond the criteria set by the 
university itself for admission. 

Given that some participating universities have 
admissions standards below those required by the 
loan and scholarship programs, the students opt- 
ing to attend those institutions benefited most from 
gratuidad. There is some support for this argument 
in the data. The three institutions that enrolled the 
most gratuidad students in 2016 are the least selec- 
tive of the 30 participating universities, and most of 
their students would not have had access to other 
forms of financial aid because they would not have 
met the academic standards.?5 This suggests that the 
government might have increased enrollment among 
lower-income students just as much if it had simply 
removed the academic requirements on its existing 
scholarship programs instead of adopting gratuidad. 


Crowding Out Low-Income Students. Advocates 
for gratuidad argued that free tuition and the removal 
of merit requirements for government-issued finan- 
cial aid would allow more low-income students to 
enroll. While the Ministry of Education purports 
that access has increased, an independent study sug- 
gests that the policy risks producing the opposite 
effect for low-income students. An empirical study 
by Alonso Bucarey of MIT uses enrollment changes 
observed after earlier financial aid reforms in Chile to 
predict that gratuidad will reduce enrollment among 
low-income students and push those who do enroll 
into lower-quality institutions.2© This is consistent 
with studies on free-tuition policies in other coun- 
tries, where wealthier students receive the largest 
share of the benefits and low-income students see 
minimal enrollment gains. A 2017 paper by Richard 
Murphy, Judith Scott-Clayton, and Gillian Wyness 
documents these trends in an analysis of tuition poli- 
cies and college enrollment in England.27 

The Bucarey study uses administrative records 
from the Ministry of Education and suggests that 
expanding scholarship eligibility to students from 
families with middle-class incomes in 2012 (four 
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years before gratuidad) caused universities to become 
more selective and admit students with higher test 
scores. Lower-income students tend to have lower 
scores and were thus crowded out of more selective 
universities that they would have been admitted to 
before the expansion in scholarship aid. Those slots 
went to middle-income students who were newly eli- 
gible for aid. 

Bucarey uses these data to predict how large such 
an effect might be when gratuidad is fully phased in 
to cover all students regardless of family income. He 
finds that Chile should expect a 20 percent decline in 
the number of low-income students who enroll in uni- 
versities relative to the number enrolled before gratu- 
idad, as upper-income students crowd them out of the 
admissions process. He explains that this effect could 
be mitigated by a large expansion in the capacity of 
Chile’s universities. Ironically, gratuidad makes it dif- 
ficult—if not impossible—for universities to expand 
capacity, let alone maintain their existing operations. 
We discuss this issue below. 


Gratuidad’s Effect on University Revenues. 
Under gratuidad, the government pays tuition on 
behalf of each eligible student an institution enrolls. 
But this amount is insufficient to cover the actual cost 
the universities incur for every “free” student. 

The government uses a formula to determine a 
per-student funding allocation to institutions (called 
“regulated tuition”). The formula divides institutions 
into categories according to the length of their accred- 
itation term (a proxy for quality) and then sets the 
regulated tuition for each group and study program. 
Regulated tuition—and the funding allocation—is 
equal to the average of the tuition fees that the group 
of universities charged before gratuidad, plus a max- 
imum 20 percent bonus for those with actual tuition 
fees that are higher than this regulated value. 

This funding mechanism will likely inhibit univer- 
sities from expanding capacity if they conclude that 
the funding formula is insufficient for financing such 
an expansion. Even if universities find economies of 
scale in enrolling more students, a provision under 
gratuidad that caps enrollment growth at 2.7 percent 
annually is likely to limit that strategy. 
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There is also a risk that gratuidad’s funding for- 
mula will diminish educational quality at universities. 
For institutions with the highest tuition fees, the for- 
mula results in a net loss in revenue compared with 
what they could earn previously, when students had 
to pay for the difference between tuition charges and 
government-issued student aid. This problem will hit 
the most expensive universities—usually the most 
selective and prestigious—the hardest. Under gratu- 
idad, they will not receive full funding from the gov- 
ernment for students on the free track and will have 
to generate the missing revenue elsewhere or cut 
spending. The rectors of some of these universities 
are calling attention to the funding squeeze and its 
consequences.?8 


Conclusion 


The rollout of free college in Chile offers a number 
of lessons for US policymakers. The country may be 
pursuing the ideal of free college, but so far the prac- 
tical effect has been more circumscribed and pres- 
ents unintended consequences. Instead of universal 
free college, gratuidad can best be described as having 
replaced a system of targeted financial aid and cost 
sharing (i.e., tuition) with a system that has slightly 
less targeted aid and moderately less cost sharing. The 
incremental change in student aid for low-income 
students who received scholarships and heavily sub- 
sidized loans before gratuidad is arguably small, and 
upper-income students still must pay tuition. 
Perhaps the most significant change is that gratu- 
idad does not include academic restrictions, which 
allows more low-income students to benefit from gov- 
ernment aid. But such a policy could easily be imple- 
mented through a system of means-tested grants and 
tuition discounts, like the current US system, without 
providing costly tuition benefits to students who can 
afford to pay at least part of their higher education 
expenses. On the other hand, targeted benefits can be 
opaque such that students may not know they are eli- 
gible, leading them to erroneously conclude that col- 
lege is financially out of reach. A free-college policy 
like gratuidad could alleviate that problem because it 
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is easier for a student to understand, but it is too early 
to know if gratuidad is having that effect. 

US audiences should pay close attention to 
whether gratuidad encourages more low-income stu- 
dents to enroll, as it is one of the main arguments 
free-college proponents in the US make for replac- 
ing targeted aid. Moreover, the system in Chile that 
gratuidad replaced shares many features with the 
current US model, suggesting that providing free 
college in the US, either at the state level or through 
federal-state matching funds, could have similar 
effects as in Chile. Like in Chile before gratuidad, 
the US uses a differentiated pricing scheme in its 
higher education system that provides a substantial 
amount of aid to low-income students and moder- 
ate amounts to middle-income students but requires 
upper-income students to pay nearly the full price 
of tuition. 

For example, 64 percent of full-time students 
from families earning less than $30,000 who attend 
in-state public universities pay no tuition after 
factoring in all sources of student aid (excluding 
student loans as aid).29 The institutions these stu- 
dents attend charge a median in-state sticker price 
of $6,035 per year, and most low-income students 
receive enough in discounts, grants, and tax bene- 
fits to fully offset that tuition.3° Even middle-income 
students attending these institutions are spared full 
price. Their median net tuition is $1,696 after dis- 
counts, grants, and tax benefits are included, but the 
institutions they attend charge a median in-state, 
full-time sticker price of $6,840.31 It is students from 
upper-middle and high-income families who typi- 
cally pay full tuition. 

These statistics suggest that many low-income 
students would not see large changes in the tuition 
they pay under a free-college policy, while other stu- 
dents would see more significant changes. Indeed, a 
2016 analysis by Matt Chingos shows that the ben- 
efits of free college in the US would skew toward 
middle- and upper-income families.3* However, 
because most free-college proposals in the US include 
an income cutoff around $125,000 for upper-income 
students, free college would not apply to these stu- 
dents, as is the case in Chile. 


US policymakers should also be wary of the unin- 
tended consequences emerging because of gratuidad. 
Low-income student enrollment in US institutions 
could decline if free-college proposals led to the type 
of crowding out predicted to occur in Chile’s system. 
Even if the US can avoid the regressive effects of free 
tuition seen in other countries, the policy may still 
diminish educational quality. Prohibiting institutions 
from charging tuition or capping how much they may 
charge can threaten quality if public funding does not 
keep pace with rising costs, which is a concern that 
rarely comes up in US debates about free college. 

Chile’s most prestigious universities, which have 
the highest cost structures, now face budget defi- 
cits because of gratuidad. They will likely have to cut 
spending to make up for declining revenue. In the US 
higher education system, higher spending by insti- 
tutions is often associated with greater quality, and 
research also shows that higher spending leads to 
more degree attainment, particularly at less selective 
institutions.33 

Researchers will be able to evaluate the full effects 
of gratuidad in the coming years as more data become 
available. It may turn out that the reform markedly 
boosts access and degree attainment. As it stands 
now, however, the substantial increase in spending 
and only modest reduction in Chile’s tuition prices 
for students eligible for gratuidad underscore the 
benefits of targeting financial aid at certain students. 
Targeted financial aid, like in the US and Chile before 
gratuidad, can be more progressive than universal free 
college and can provide more flexibility and essential 
revenue for universities. The gratuidad experiment 
tests this theory. 

While US advocates like to point to a few remain- 
ing examples of countries that provide free tuition, the 
reality is that many countries have actually moved away 
from free college and toward a system of cost sharing 
with students. These models appear to strike the right 
balance among the many trade-offs—price, access, and 
quality—that affect the success of a country’s higher 
education system. If gratuidad in Chile proves fiscally 
sustainable, increases access, and mitigates unintended 
consequences, it will be a notable exception to the case 
for greater cost sharing in higher education. 
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International Higher Education 
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WHY NO COUNTRY’S HIGHER EDUCATION SYSTEM 


CAN BE THE BEST 


Jason D. Delisle and Preston Cooper 


This report was originally published by the American Enterprise Institute in August 2019.1 


H® tuition and student debt have prompted many 
would-be reformers of the American higher edu- 
cation system to look to other developed countries for 
a “better” model. Which countries have gotten higher 
education “right,” and how can we replicate their suc- 
cess in America? Some observers look to the Scandina- 
vian countries, where public college tuition is largely 
free, while others cite Germany’s low-cost colleges and 
expansive vocational training system. 

While one can certainly draw lessons from other 
countries’ higher education systems, searching for 
the “best” system can lead reformers astray. It results 
in one-dimensional comparisons of international 
higher education systems that focus on just one vari- 
able, such as whether a nation offers free tuition. 
These sorts of comparisons ignore crucial context, as 
amore desirable outcome on one dimension may lead 
to less desirable outcomes on another. 

We propose a different lens to compare the higher 
education systems of the developed world. Rather 
than rank systems along one dimension, we measure 
how each performs on three metrics: attainment, 
resources, and subsidies. These are the outcomes 
of three goals that policymakers often pursue when 
designing a higher education system: Increase the 
number of students with a college education (attain- 
ment), boost the quality of universities by enabling 
them to spend more per student (resources), and 
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lower the end prices that students pay by covering a 
greater share of education costs through state sup- 
port (subsidies). 

While policymakers frequently cite all these goals 
as desirable, in practice they are often in tension with 
one another. For instance, if the government pays a 
greater share of the cost of college, it can afford to 
send fewer students to college. If institutions are to 
have more resources, prices must rise. And if a univer- 
sity system enrolls more students to increase attain- 
ment, its existing resources are stretched thinner. 

These trade-offs exist no matter how much money 
a government spends on higher education. Increasing 
the share of national income devoted to higher educa- 
tion raises the question of how that additional funding 
should be applied. Should extra funds go to enrolling 
more students, increasing colleges’ resources, or low- 
ering prices students pay? While no nation can escape 
these decisions, observers who cite other countries 
without context to make the case for reform in Amer- 
ica imply otherwise. Indeed, policymakers often do 
not think about designing higher education systems 
in the context of these trade-offs. Sometimes, the 
trade-offs become apparent only after a policy has 
been implemented. 

In this report, we assess how the higher education 
systems of 35 developed nations compare on attain- 
ment, resources, and subsidies. While our analysis 
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cannot make causal claims about the relationship 
among these three qualities, we can show whether the 
evidence is consistent with the theory that trade-offs 
exist between desirable aspects of a higher education 
system. Generally, a country that ranks higher on one 
quality should rank lower on the others, though there 
will of course be exceptions. 

Viewing higher education systems in the context of 
these three competing goals will enable policymakers 
in the United States to be more fiscally and politically 
prudent about how to reform the American higher 
education system, if at all. Recognizing that trade-offs 
between desirable goals exist will also force policy- 
makers to think critically about whether pursuing a 
certain goal is worth it. Finally, this lens also reveals 
the strengths of America’s higher education system 
relative to other countries and warns that mimick- 
ing other countries’ higher education policies might 
undermine those strong points. 


Data and Methodology 


Comparing the qualities of higher education systems 
across nations is challenging because countries report 
statistics in different ways. Fortunately, the Organi- 
sation for Economic Co-operation and Development 
(OECD), an organization of 36 developed nations, pro- 
duces an annual report that standardizes these statis- 
tics and reports them in a way such that countries are 
comparable with one another. The report, Education 
at a Glance, provides key high-level statistics for each 
country’s higher education system (where available), 
including college attainment rates, spending, and gov- 
ernment subsidies.” 

The most recent edition of Education at a Glance, 
published in September 2018, includes data on the 
higher education systems of 35 OECD nations.3 (The 
36th OECD member, Lithuania, joined only recently, 
so it was not listed as a member in the report’s most 
recent edition.) The OECD comprises the nations of 
the developed world; most members are classified as 
high-income nations and have a gross domestic prod- 
uct (GDP) per capita above $30,000 (Figure 1). The 
group includes almost all large countries in western 
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and central Europe, Scandinavia, and the Baltic states. 
Outside of Europe, the OECD has members in the 
global Anglosphere (Australia, Canada, New Zealand, 
and the United States), East Asia Japan and South 
Korea), Latin America (Chile and Mexico), and the 
Middle East (Israel and Turkey). 

In the analysis to follow, we compare the higher 
education systems of 35 OECD countries by looking 
at how each performs on three qualities: attainment, 
resources, and subsidies. We use specific metrics 
reported in Education at a Glance to quantify these 
characteristics. 


Attainment. How many students does a higher edu- 
cation system serve? Higher levels of educational 
attainment are usually a central goal of policymak- 
ers. The measure of attainment used in this report 
is the percentage of young people (age 25-34) who 
have attained tertiary education.4 “Tertiary educa- 
tion” is equivalent to an associate degree or higher 
in the United States. Our variable does not distin- 
guish between sublevels of tertiary education; a stu- 
dent who earns only an associate degree and one who 
earns a doctorate both count equally as “attainers.” 

We use the share of young people with tertiary 
education instead of the share of the entire adult pop- 
ulation because the former metric is likely to better 
reflect the outcomes of today’s higher education sys- 
tem, rather than the system a country had decades 
ago. While there is still a lag between the time these 
individuals were educated and the present day, it is 
not nearly as drastic. 

Attainment is not a comprehensive measure of 
how many people in a particular country interact with 
its higher education system. For instance, highly edu- 
cated adult immigrants may boost a country’s attain- 
ment rate, even though they were educated in other 
nations and thus do not reflect the outcomes of their 
new country’s higher education system. In partic- 
ular, this affects statistics for small countries with 
high immigration rates, such as Luxembourg. Stu- 
dents who travel abroad to earn their tertiary degrees 
and then return to their home country after gradu- 
ation are counted as attainers, despite not interact- 
ing with the domestic higher education system. This 
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Figure 1. Organisation for Economic Co-operation and Development Nations Included in This Report 


Source: Organisation for Economic Co-operation and Development. 


may cause some nations’ higher education systems to 
appear more productive than they actually are. 

Attainment is also distinct from access, or the share 
of students who have ever entered tertiary education; 
attainment measures only those who receive a creden- 
tial. Many students who start tertiary education never 
complete it. Therefore, we opt to measure attainment 
instead of access because attainment is the outcome 
that access is generally meant to achieve: more people 
who have completed a tertiary education. 

But some policymakers may see broad access as 
a desirable goal in itself. Several countries, includ- 
ing the United States, provide public support for 
“open access” institutions with minimal standards 
for admission and high dropout rates. While the 
“right” to pursue higher education regardless of qual- 
ifications may be important to policymakers in some 
countries, we do not incorporate that aspect of col- 
lege systems into our analysis. 


Resources. What is the quality of the education that 
a higher education system provides? While “quality” 


50 


is subjective and thus immeasurable, we can measure 
the resources available to colleges and universities. 
Of course, the level of resources available cannot tell 
us how well institutions are spending that money, a 
caveat the reader should bear in mind. (For instance, 
some countries’ spending on higher education may 
be more skewed toward research and development 
rather than instruction and other core expenditures 
that directly affect students’ experiences.) But gen- 
erally, institutions with greater resources have more 
latitude to offer a high-quality education. The mea- 
sure of resources used in this report is each country’s 
total expenditure on higher education, divided by the 
number of full-time equivalent students, measured as 
a share of the country’s GDP per capita.5 

Essentially, this gives us a measure of spending per 
student relative to the nation’s economic capacity. 
We adjust spending per student for per capita GDP 
so that we do not unfairly penalize poorer nations. 
As the point of this exercise is to examine how higher 
education systems negotiate trade-offs necessitated 
by budget constraints, analyzing resources relative to 
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economic capacity rather than the absolute level of 
resources is appropriate. 

Countries’ rankings may differ on the relative met- 
ric compared to the absolute metric. For example, col- 
leges in the United States spend more per student in 
absolute dollars than their counterparts in the United 
Kingdom. But GDP per capita in the UK is much lower 
than in the US, so British universities spend more than 
American ones relative to their country’s economic capac- 
ity. Therefore, British universities are better resourced 
than their American counterparts by our measure. 


Subsidies. How much of the cost of higher educa- 
tion does the government pay for? As a measure of 
subsidies, we use the share of domestic funding for 
institutions of higher education that comes from 
public sources.® In countries where this share is high, 
students and their families pay a small share of the 
overall cost of their education, and vice versa. For 
instance, if universities spend $20,000 per student 
and the government contributes $15,000 per student, 
then the “subsidy rate” is 75 percent, leaving stu- 
dents, their families, and other private actors to pay 
the remaining 25 percent. 

Countries where the subsidy rate is above 80 per- 
cent often have “free tuition” policies at their public 
colleges;7 at these institutions the cost of providing 
education is entirely paid for by the government (less 
non-tuition contributions from private sources such 
as philanthropists). However, the subsidy rate mea- 
sures government subsidies relative to spending on 
the nation’s entire tertiary education system. If a 
country offers free tuition at its public colleges but 
also has a large tuition-charging private sector, the 
subsidy rate may be significantly below 100 percent, 
despite the free tuition policy. This makes our mea- 
sure of subsidies more comprehensive; the subsidy 
rate measures not only the magnitude but also the 
penetration of government support. 

Measuring subsidies is an imprecise art. Due to 
the way OECD data are constructed, some publicly 
funded scholarships may inadvertently be counted 
as nonpublic spending. Government-backed student 
loans are also counted as private spending, even if 
the government offers these loans at below-market 


51 


interest rates and includes loan forgiveness options. 
The indicator may therefore underestimate subsidies 
in countries with major national student loan pro- 
grams, such as Australia, the United Kingdom, and 
the United States. 


Caveats. When we refer to higher attainment, 
resources, and subsidies as goals of a higher education 
system, we mean they are objectives that policymak- 
ers often cite as goals. We certainly do not endorse 
pursuing these goals at all times, as increasing the 
magnitudes of attainment, resources, and subsidies 
beyond an optimal point can have serious downsides. 
Overly high attainment can dilute the value of the col- 
lege degree. Increasing school resources often means 
that marginal dollars are invested in unproductive 
activities, leading to spending bloat. High subsidies 
can blunt price signals that improve how a higher 
education marketplace functions. 

While attainment, resources, and subsidies are all 
important, they do not account for many aspects of 
higher education systems. In presenting these sta- 
tistics, we do not aim to present a comprehensive 
examination of higher education systems in other 
countries. Rather, looking at attainment, resources, 
and subsidies with one another is a useful, albeit sim- 
plified, lens for policymakers and observers to use 
when thinking about higher education policy and the 
necessary trade-offs involved. 


The Rankings 


Those trade-offs instantly become apparent when 
we rank the 35 developed nations according to their 
scores on attainment, resources, and subsidies. More 
often than not, a nation that ranks high on one of the 
metrics has a moderate or low ranking on the others. 
We cannot establish a causal relationship among these 
three qualities. For instance, we do not know if higher 
subsidies lead to lower attainment, or vice versa, or if 
both qualities are influenced by an unseen third fac- 
tor, or a combination of the above. But whatever the 
reasons behind the relationships, trade-offs clearly 
exist among attainment, resources, and subsidies. 
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Table 1. Top Five Nations on Attainment, Resources, and Subsidies 


Rank Attainment Resources Subsidies 
First South Korea United Kingdom Finland 
Second Canada Slovakia Norway 
Third Japan United States Luxembourg 
Fourth Ireland Sweden Denmark 
Fifth Australia Japan Austria 


Source: Authors’ calculations from Organisation for Economic Co-operation and Development, Education at a Glance 2018, 2018, 
httos://www.oecd-ilibrary.org/education/education-at-a-glance-2018_eag-2018-en. 


Table 1 shows the top five countries on each met- 
ric. (See Table Ai for the full ranking of all OECD 
nations.) While Scandinavia and central European 
nations dominate the subsidies ranking, Anglosphere 
and East Asian countries claim most of the top spots 
on attainment and resources. Furthermore, no coun- 
try except Japan appears more than once in Table 1. In 
other words, all countries struggle to achieve a high 
ranking on more than one goal, which supports the 
argument that pursuing one goal often comes at the 
expense of the other two. 

For instance, Finland ranks first on the subsidies 
metric: 96 percent of the Finnish higher education 
system’s funding comes from public sources. Domes- 
tic and European Union students can attend a pub- 
lic or government-dependent private institution free 
of charge, and most students also benefit from addi- 
tional grants to help cover living expenses.’ But Fin- 
land pays the price for those heavy subsidies in other 
areas: Of the 35 nations, the country ranks 11th on the 
resources metric and just 25th on attainment. 

One reason for the low attainment rate is that 
Finnish universities have finite resources and con- 
siderable autonomy to set admissions standards. 
Largely lacking the ability to raise revenue from tui- 
tion, it makes little financial sense for institutions to 
admit large numbers of students, and therefore they 
are highly selective regarding which students they 
let in. In 2016, just 33 percent of Finnish applicants 
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to first-degree tertiary education were accepted, one 
of the lowest admission rates in Europe.9 Universi- 
ties rely on comprehensive entrance examinations to 
make admissions decisions, and low acceptance rates 
create backlogs of applicants who often reapply in 
later years.1° 

After Finland, other northern and central Euro- 
pean countries round out the top five nations on the 
subsidies metric: Norway comes in second, followed 
by Luxembourg, Denmark, and Austria. Each nation 
has a subsidy rate above 90 percent, meaning the gov- 
ernment covers almost all the cost of providing higher 
education in these countries. 

However, there is little overlap among the nations 
with the highest subsidies, and we measure those that 
rank near the top along the other dimensions. The 
top-ranking nation on attainment is South Korea, 
where 70 percent of young people have attained ter- 
tiary education. 

Korea is perhaps the clearest example of a nation 
prioritizing one of the higher education goals (attain- 
ment) over the other two. Despite its top ranking 
on attainment, the nation ranks near the bottom on 
both resources and subsidies. The Korean govern- 
ment pays just 36 percent of the cost of higher edu- 
cation, leaving students and other private entities to 
pick up the rest of the bill. But the amount Korean 
universities themselves spend to educate students is 
also low; they spend just 29 percent of per capita GDP 
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per student. That Korean universities spend relatively 
less per student means that tuition at public univer- 
sities in Korea is also relatively moderate, despite the 
low subsidy rate. Korean students pay less in tuition 
than do students in other high-attainment countries 
such as Canada, Japan, and the United Kingdom. 

A moderately priced higher education system that 
relies little on government support, combined with 
high-quality secondary schools that consistently 
produce high scorers on international standardized 
tests," has led the vast majority of the nation’s youth 
to earn college degrees. However, the relative value 
of these degrees is well below other OECD nations, 
as the supply of college graduates has outstripped 
the availability of college-level jobs. Relative to the 
rich-world average, college-educated South Koreans 
receive a smaller wage premium over their peers with 
lesser degrees.!2 As of 2017, the unemployment rate 
for college graduates exceeded that of people with 
less education.'3 Korean President Moon Jae-in has 
warned that youth unemployment in the country, 
if left unaddressed, could “increase to the level of a 
national disaster.” !4 

The other top nations for attainment are either in 
the Anglosphere or eastern Asia: Canada ranks second 
with a 61 percent attainment rate, followed by Japan 
(60 percent), Ireland (53 percent), and Australia 
(52 percent). The United Kingdom ranks sixth on 
attainment but is more notable for its position on 
another ranking. The British higher education system 
is first in the developed world regarding resources. 
Universities in the United Kingdom spend $26,000 
per student, which is equivalent to 63 percent of per 
capita GDP. 

The government does not, however, foot most of 
the bill for Britain’s universities. In England, where 
the vast majority of the country’s population is con- 
centrated, universities charge undergraduate students 
tuition of up to $11,856, making English universities 
some of the most expensive in the world. That is 
why the United Kingdom ranks last on subsidies in 
our analysis, with just 26 percent of higher education 
funding derived from public sources. 

However, Britain’s student loan program com- 
plicates this high-tuition, low-subsidy story. To 
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enable students to afford these high fees, the gov- 
ernment offers student loans that fully cover tui- 
tion. Ninety-five percent of eligible students borrow. 
Repayment is income contingent; new students pay 
back 9 percent of their income above a threshold for 
up to 30 years, after which remaining balances are for- 
given. Despite the lengthy term, the program is heav- 
ily subsidized: The government estimates that just 
4§ percent of borrowers who take out loans after 2016 
will repay them in full (a benefit not captured in the 
OECD data).15 

England’s high-resource, high-tuition model is 
relatively new. Until 1998, English universities were 
tuition free, with the government directly appropri- 
ating the vast majority of higher education funding. 
According to an analysis of the system by Richard 
Murphy, Judith Scott-Clayton, and Gillian Wyness, 
rapid increases in demand for education during the 
late 20th century led to swelling numbers of students 
and therefore a precipitous decline in resources per 
head available to universities.1® 

In 1998, the center-left government of Tony Blair 
began allowing institutions to charge tuition to sup- 
plement their direct government funding. At the 
same time, the government expanded its student 
loan program and introduced income-contingent 
repayment. Over the next two decades, university 
enrollments and funding both surged, and today the 
United Kingdom ranks among the top nations for 
both resources and attainment. 

While the 1998 reform allowing institutions to 
charge tuition was a major development, England’s 
transition from a high-subsidy country to a low- 
subsidy one happened more gradually. Tuition fees in 
the years right after the reform were still low; it was 
more recently that rises in tuition caused the country’s 
higher education system to become majority funded 
by the private sector. Since our measure of attainment 
looks at the population age 25-34, it should be noted 
that the United Kingdom’s relatively high attainment 
rate partially reflects earlier regimes, when subsidies 
were higher (and resources were lower). However, 
almost all the students reflected in those figures still 
attained their degrees during the “post-free” period of 
English higher education. 
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After the United Kingdom, the next best-resourced 
country is Slovakia, where universities spend 54 per- 
cent of per capita GDP per student. This is because of 
Slovakia’s relatively low GDP per capita ($30,000 in 
2016)!7 and relatively low enrollment at Slovak uni- 
versities.!8 Following Slovakia on the resources rank- 
ing are the United States (spending 53 percent of GDP 
per capita), Sweden (spending 51 percent), and Japan 
(47 percent). 

The vast majority of OECD nations (24 of 35) rank 
in the top third of countries on at least one of the three 
metrics, suggesting that most nations try to prioritize 
one of the goals rather than strike a balance among 
the three. A handful of nations, generally richer ones 
such as the United States, Sweden, and Norway, rank 
in the top third of nations on two of the three metrics. 
In these nations, public expenditure on tertiary edu- 
cation is generally high as a share of GDP. 

For instance, Norway and Sweden spend 1.7 per- 
cent and 1.4 percent of GDP on government subsidies 
for their higher education systems, respectively, com- 
pared to an OECD average of 1.0 percent.19 However, 
high levels of public spending may constrain these 
countries in the future should they want to expand 
tertiary education access to a greater share of their 
populations. Currently, both Norway and Sweden 
have attainment rates below 50 percent. 

Only the tiny Grand Duchy of Luxembourg, which 
is one of the wealthiest countries in the world with a 
GDP per capita of $103,000, ranks in the top third of 
nations along all three dimensions. As Luxembourg is 
a unique polity in many regards, we caution against 
overinterpreting its high positions on our lists. For 
obvious reasons, rich countries can afford more 
expansive higher education systems that combine 
high levels of spending and attainment with hefty 
subsidies. 

Richer nations also attract immigrants. Luxem- 
bourg has an extremely high immigration rate, with 
the foreign-born share of the population (48 per- 
cent) almost three times the share in any other Euro- 
pean Union country.2° Immigrants to Luxembourg 
are much more likely than natives to have a college 
degree, dramatically raising the overall attainment 
rate.? 
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While most countries intensely pursue one of 
the goals, others embrace moderation. For instance, 
France ranks 18th on attainment, 16th on resources, 
and 14th on subsidies—the middle of the pack on all 
three dimensions. Tuition at public universities in 
France is nominal due to a heavy government subsidy, 
but the country also has a significant tuition-charging 
private sector, which has doubled in size since 1998, 
lowering the overall subsidy rate.2* Poland has free 
tuition for residents attending public institutions, but 
its higher education system’s private sector lowers 
its overall subsidy rate to 83 percent, or 12th among 
OECD nations on subsidies.?3 

For its part, the United States ranks third on 
resources, 11th on attainment, and 31st on subsidies. 
In other words, America has well-resourced univer- 
sities that produce a reasonably high college attain- 
ment rate, but students must shoulder a greater share 
of the cost of their education than in most other 
developed countries. Like Britain, though, America 
also has an expansive and subsidized student loan 
program that it does not get credit for in the subsidies 
metric, meaning the American government provides 
students with more support than the OECD statistics 
alone suggest. 


Balancing Attainment, Resources, 
and Subsidies 


Although Finland, South Korea, and the United King- 
dom dominate the respective dimensions of subsidies, 
attainment, and resources, they perform well below 
rich-country averages on one or both of the other 
metrics. For instance, the United Kingdom ranks first 
on resources but dead last on subsidies. South Korea 
ranks first on attainment but 30th on subsidies and 
31st on resources, almost at the bottom of the ranking 
on both. Finland is first on subsidies but scores low 
(25th) on attainment. This reinforces the idea that 
nations face trade-offs: Designing a higher education 
system to be strong in one area may require accepting 
mediocrity in another. 

This is apparent when we look at how the three 
metrics correlate with each other. Attainment, 
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Figure 2. Attainment vs. Subsidies 
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Source: Authors’ calculations from Organisation for Economic Co-operation and Development, Education at a Glance 2018, 2018, 
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resources, and subsidies are all negatively correlated 
with one another, meaning a country with a higher 
score on one quality is more likely than not to have 
a lower score on another. While correlations are 
not evidence of a causal link in any direction among 
attainment, resources, and subsidies, these results are 
consistent with the idea that higher education sys- 
tems face budget constraints and therefore must pri- 
oritize certain goals over others. 

Nowhere are the negative correlations between 
metrics more pronounced than in the relationship 
between attainment and subsidies (Figure 2). The 
attainment and subsidy correlation is -0.27. While 
certainly nations perform better than expected on 
attainment given their levels of subsidies, and vice 
versa, the clear relationship is negative. 
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This is all the more surprising considering higher 
subsidies are frequently cited as a way to boost the 
share of the population with college degrees, by mak- 
ing education cheaper for students. But these results 
are consistent with an alternative mechanism linking 
subsidies and attainment: When subsidies are higher, 
governments can afford to send fewer students to col- 
lege. In response, governments and universities often 
manage the number of students enrolled in higher 
education—either through explicit caps on student 
numbers or through softer measures such as man- 
datory university entrance exams and other selective 
admissions criteria. 

Figure 2 shows that in nations where higher edu- 
cation is more than 80 percent subsidized by the gov- 
ernment, attainment levels are moderate at best. Only 
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Figure 3. Resources vs. Subsidies 
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one of these nations (Luxembourg) has an attain- 
ment rate above 50 percent. But in countries with 
much lower subsidies, college attainment rates are 
significantly higher. There are seven countries where 
the government directly pays less than half the cost of 
higher education; the attainment rate is above 50 per- 
cent in five of them. 

A negative correlation also exists between subsi- 
dies and resources (Figure 3). The relationship here 
is slightly less pronounced, with a correlation coef- 
ficient of -0.24. The observed association here is 
mostly driven by high-resource, low-subsidy coun- 
tries in the lower right-hand corner of Figure 3, such 
as the United Kingdom and the United States. Some 
nations, such as Slovakia and Sweden, can maintain 
their heavily subsidized higher education systems 
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even though their universities’ per-student spending 
levels exceed 50 percent of per capita GDP. But many 
of the other heavily subsidized countries have institu- 
tions that are under-resourced by international stan- 
dards; Austria, Denmark, and Iceland all rank in the 
bottom third of countries on resources. 

Well represented at the top of the resources rank- 
ing are Anglosphere and East Asian countries, includ- 
ing the United Kingdom (number 1), the United 
States (number 3), and Japan (number 5). But this 
high-attainment, low-subsidy group is not uniform 
on the resources its universities have at their dis- 
posal: Canada provides its universities with one of the 
lowest levels of resources per student, at just 28 per- 
cent of GDP per capita. Some countries that became 
part of the developed world only recently rank in the 
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Figure 4. Attainment vs. Resources 
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top third on resources; these nations include Estonia 
(number 9) and Latvia (number 12). 

The final comparison left to make in this analy- 
sis is between attainment and resources (Figure 4). 
Although the correlation between these two variables 
is technically negative (-0.01), it is so slight as to 
make them effectively uncorrelated. That is because 
high-attainment nations (again, dominated by the 
Anglosphere and East Asia) are all over the spectrum 
regarding resources. Australia, Japan, the United 
Kingdom, and the United States all feature high levels 
of spending per student (partly by charging relatively 
high tuition), but Ireland and Korea all achieve high 
attainment rates despite low spending. 

The nations that rank at the bottom of the attain- 
ment metric (such as Chile, Germany, and Hungary) 
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tend to have moderate levels of spending. Interest- 
ingly, however, the nations that perform worst on the 
resources metric, including Canada, Iceland, and Ire- 
land, actually have quite a high share of tertiary educa- 
tion graduates. This suggests that resources available 
to colleges are not necessarily the dominant factor 
in determining how many students earn a degree, 
though resources available may affect the quality of 
that degree. 


Conclusion 


Not all countries have pursued the same goals in their 
higher education systems. Some countries, such as the 
United Kingdom and the United States, prefer to have 
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well-resourced and widely accessible universities that 
charge high tuition. Other nations, such as Austria, 
Denmark, and Finland, accept lower attainment and 
resources in exchange for offering free tuition to those 
who do secure a slot in a public university. Still others, 
such as Canada and South Korea, prioritize broad col- 
lege attainment in lieu of other goals. 

Different societies have different values, so it is 
natural that one country may hold a certain goal in 
higher regard than another. For instance, American 
policymakers like to think of higher education as a 
“path to the middle class” and pursue policies that 
promote high attainment, even if that means students 
pay higher prices. But in other nations, the very idea 
of charging for education may be radical, so higher 
subsidies are the priority. Of course, these policies are 
not static and can change over time. 

This report does not aim to take a position on 
which goals the US or any country should prioritize, 
but rather illustrates that pursuing a certain goal more 
often than not means a country has to give something 
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else up. That trend often goes unacknowledged. A 
higher subsidy rate for universities sounds nice, until 
one considers that it tends to coincide with adverse 
effects on attainment and resources for universities, 
even if that was not policymakers’ explicit intention. 
We encourage policymakers to approach higher edu- 
cation policy with these trade-offs in mind, especially 
when looking abroad for ways to reform the US sys- 
tem. They may decide that the existing strengths of 
the American higher education system are not worth 


giving up. 
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Appendix 


Table A1. All Rankings 


Attainment Rank Resources Rank Subsidy Rank 


Australia 
Austria 
Belgium 
Canada 
Chile 
Czech Republic 
Denmark 
Estonia 

Finland 

France 
Germany 
Greece 
Hungary 
Iceland 

lreland 

Israel 

Italy 

Japan 

Latvia 
Luxembourg 


Mexico 


Netherlands 
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New Zealand 
Norway 

Poland 

Portugal 

Slovak Republic 
Slovenia 

South Korea 
Spain 

Sweden 
Switzerland 
Turkey 

United Kingdom 


United States 


19 


Note: Green denotes higher rankings; red denotes lower rankings. 
Source: Authors’ calculations based on Table A2. 
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Table A2. All Values Behind Rankings 


Resources: 
Expenditure on Tertiary Subsidy: 
Attainment: Educational Institutions Share of Domestic 
Share of Individuals per Full-Time Equivalent Expenditure on Tertiary 
Age 25-34 with Tertiary Student Relative to GDP Education from Public 
Country Education (%) per Capita (%) Sources (%) 
Australia 52.0 42.9 37.8 
Austria 40.3 34.9 93.8 
Belgium 45.7 38.0 89.4 
Canada 60.9 27.7 49.2 
Chile 29.9 36.8 32.4 
Czech Republic 33.8 32.5 76.7 
Denmark 46.6 34.6" 94.7* 
Estonia 43.0 44.8 74.8 
Finland 41.3 41.8 96.5 
France 44.3 39.8 79.3 
Germany S18 35.4 84.4 
Greece 42.5 15.4 86.4 
Hungary 30.2 33.6 62.9 
Iceland 47.4 26.6 91.5 
lreland O30) 19.0 73.6 
Israel 48.0 30.4 58.4 
Italy 26.8 30.8 63.6 
Japan 60.4 47.4 32.4 
Latvia 41.6 41.5 76.3 
Luxembourg 51.4 47.1 95.6 
Mexico 22.6 45.1 70.9 
Netherlands 46.6 38.9 69.8 
New Zealand 44.2 40.5 51.6 
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Norway 48.3 40.2 96.0 


Portugal 34.0 39.9 64.8 


Slovenia 44.6 32.4 86.5 


Spain 42.6 36.2 67.6 


Switzerland 50.1 45.2* — 


United Kingdom 51.6 63.1 25.9 


Note: Subsidy rate data for Switzerland are unavailable. 

Source: Organisation of Economic Co-operation and Development, Education at a Glance 2018, 2018, https://read.oecd-ilibrary. 
org/education/education-at-a-glance-2018_eag-2018-en#pagel. Data points marked with an asterisk are sourced from Organisation 
of Economic Co-operation and Development, OECD Education at a Glance 2017, 2017, https://www.oecd-ilibrary.org/education/ 
education-at-a-glance-2017_eag-2017-en. 
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